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PRGVKE 


In the past decade several books have appeared dealing with the 
concept of strategy and with techniques for quantifying strategic 
results. These books provide excellent background but are of little 
help to the business or nonbusiness leader who wants to systemat- 
ically and comprehensively think through his situation, anticipate 
change, and determine what strategic options are available to him. 
This book has been written to present a disciplined, sequential, and 
integrated approach to strategy development and review. There are 
several factors to keep in mind as you read. 

First, the text is rounded out with “application” sections tha t 
invite you, the reader and practitioner, to pause periodically and 
apply the discussion to your business and institutional environ¬ 
ment. I strongly recommend that you take advantage of these op¬ 
portunities. As you work your way through, keep a record of the 
key points, insights, and facts that pertain to your industry and 
your business—its resources, competition, and objectives. T his 
should make the process relevant to you immediately and not 
just another interesting conceptual framework that may be useful 
“someday.” 

A second point to keep in mind is that strategic thinking is a 
logical exploration and retrieval process, not a mechanistic set of 
forms or ideas. It is based on disciplined questioning and recording, 
not on any magic formula that will supply revelations and somehow 
guarantee success for the user who goes through the ritual. The 
wave-the-wand approach is analogous to the false expectations 
many intelligent businessmen had that the computer would of 
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itself make the right decisions for them. Formula planning, like 
data processing, can be an aid. Strategic thinking, though it links 
analysis to intuition, relies on sound judgments of hard facts to 
yield results. 

A third point is that the process as I will present it is appro¬ 
priate to small and medium-size businesses, not merely to corporate 
giants that can afford sophisticated planning staffs and computer¬ 
ized decision-making models. Lack of such resources does usually 
limit the extent and complexity of planning and the capacity for 
strategic change, but the appropriateness of in-depth, integrated, 
anticipatory thinking is just as great for the small and medium-size 
company as for the very large. In fact it may make the difference 
between survival and bankruptcy. 

Further, strategic thinking is also needed by the nonprofit insti¬ 
tution. All organizations are subject to both external and internal 
forces, some of which are new and demand new responses. Whether 
the leaders of universities, hospitals, social service agencies, and 
even churches admit it or not, they need to be strategists and to 
exercise a disciplined and comprehensive approach to planning. In 
my work with decision makers in these types of institutions, I find 
at least initially a resistance to equating their operation with a 
business. Some of them seem to think that the suggestion of such 
a similarity demeans their service and calling. There are differences, 
of course, but it is my belief that the concepts can be adapted and 
the appropriate modifications made. I have no desire to undervalue 
nonprofit institutions; on the contrary I wish to help them continue 
to prosper and grow. For that reason I have attempted to translate 
the principles of strategic thinking into terms relevant to the non¬ 
profit organization. 

A fourth and final point concerns the practitioners of strategy. 
Strategy comprises decisions made today that have long-term con¬ 
sequences and that involve the whole management team during the 
planned period. Therefore this book is aimed not only at chief 
executives but at their reporting officers from top-level people 
down through middle managers. Because each management rank 
contributes to and carries out specific aspects of strategy, the book 
should be read and understood by all, so that it can serve as a 
common language and approach to developing, implementing, and 


reviewing strategic decisions. This provides both the procedures 
and the language for communicating them effectively. If team 
members misunderstand what is required of them or use different 
terminology to correlate their efforts, the output will be garbled 
and at least temporarily useless for directing the business. 

When strategic thinking is understood well and applied intelli¬ 
gently by everyone in an organization who can really influence 
final results, leaders will be managing by strategy rather than man¬ 
aging by objectives. The difference is quite significant: The first 
pinpoints what actions are feasible and how they are to be exe¬ 
cuted, while the second concentrates on the desired results and 
then considers how to reach them. You don’t need to be a seer 
to know that actions may provide detrimental results in the long 
run if they are not skillfully tailored to the organization’s capa¬ 
bilities. Strategic thinking puts the horse before the cart. 

I wish to thank my wife, Alma, for her patience and encourage¬ 
ment during the time this book was written. I wish also to ac¬ 
knowledge the contribution made by my friend and associate 
Kenneth Michel. He provided many insights into the process and 
much assistance in proving its application. 


William E. Rothschild 
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SO WHY All THG fUSS ? 


Strategy isn’t new. Successful businessmen and nonbusiness lead¬ 
ers have always had strategies. These strategies have varied from 
unwritten plans in the minds of the organization’s leader to de¬ 
tailed blueprints of what is to be achieved and how. 

If strategic planning has been around for a long time, why, you 
may ask, is there such a renewed interest and feeling of discovery 
in the process of disciplined strategy development? The reason is 
that leaders in all walks of life have discovered that the dynamics 
and complexity of the world require more than conventional wis¬ 
dom and experience; that merely setting objectives without exam¬ 
ining what actions are feasible and what alternatives are available 
isn’t sufficient. 

For the first time in more than three decades, the American 
businessman and the nonprofit organization leader find themselves 
faced simultaneously with new government and social demands, a 
scarcity (and accelerating cost) of financial and material resources, 
and worldwide competition-all in degrees that would have been 
unthinkable a few years ago. In late 1973 all organizations were 
startled to learn that even energy, which had always been abun¬ 
dant and inexpensive, was not inexhaustible and was becoming 
critically expensive. Thus the reality of operating a business or 
school or public enterprise has emerged as even more threatening 
than the gloom-and-doom predictions of the past. The attitude 
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that “I can do whatever I please” has given way to “Nothing can 
be taken for granted.” 

. Experience, intuition, and judgment alone aren’t enough to cope 
with these mushrooming complexities. A business must deeply 
probe all aspects of its environment and its own resources. This is 
not the work of a day. Every organization functions in a dual set¬ 
ting. There is a microenvironment, made up of customers, markets, 
related industries, and competitors; and a macroenvironment, a 
four-dimension overlay of societal, government, economic, and 
technological forces that affect the organization’s operations. Its 
own resources include all its human and material assets in such 
areas as planning and design, production, marketing, financing, 
and management. 

If a business is to prosper—and in some cases even survive—its 
leaders must explore each of these elements through comprehensive 
and systematic analysis, synthesis, and evaluation. The method I 

have developed for carrying out this multiphase task is called stra¬ 
tegic thinking. 

The strategic thinking process I will describe differs in sequence 
and emphases from the decision-making approaches that have been 
expounded over the last several decades. Those “management by 
objective” approaches prescribe that the first task to be performed 
is to develop a comprehensive list of objectives and goals. The next 
task is to generate a number of alternative lines of action, which 
are the means of meeting the objectives. In other words, strategies 
are based on the objectives you choose, not on environment or 
abilities. 

When this sequence is used, it is common to find that objectives 
have been set unrealistically high, and the alternative strategies lose 
their credibility. Thus, like Russia and other communist countries, 
companies set goals and objectives that are so unrealistic that they 
become, in effect, mere mottoes. In addition, people somehow get 
file feeling that the objectives are sacred and that challenging them 
is a sacrilege or a sign of disaffection. 

Although the objectives-first approach inclines planners to shoot 
for the moon when it isn’t feasible to get 10 feet off the ground, I 
do admit that it will work—if you have unlimited resources. The 
late President John Kennedy said that the United States would 



Every Leader Has a Strategy, So Why All the Fuss? / 3 


land a man on the moon, and it did, but he also committed the re¬ 
sources needed to do the job. 

Another problem with the objectives-first sequence is that it 
fosters a tendency to adopt too many objectives, which restricts 
the effort and creativity that can be devoted to each. 

Another popular sequence starts with the organization’s re¬ 
sources and then moves to the question of what it can achieve with 
them. This I call the inside-out approach, and it too has positive 
and negative attributes. On the positive side it tends to focus the 
planner’s attention on his company’s strengths, or at least what he 
thinks are its strengths. The problem with this is that we all have 
trouble being objective about our own firm and tend to view it in 
a favorable light. We tend to make the environment reflect the 
positive aspects of our resources, and before we know it, we are 
convinced the world is ready for us to conquer. 

Yet I like this approach in situations where the business is brand- 
new and has a product that is truly unique. The planner uses this 
uniqueness to determine what markets may fit the product. Thus 
the resource helps clarify his perceptions of his environment, and 
he becomes more selective in evaluating his opportunities. It is also 
valid to start with resources when you are the leader in your mar¬ 
ket and wish to monitor factors that can affect your leadership. 

If you have an existing strategy with which you are satisfied, 
then you can start from this and focus on changes that may require 
a change in it. But as with the resources-first sequence, this will 
limit your horizons and most likely force you into a defensive, 
rather than an offensive, mode of thinking. 

The strategic thinking process begins with the most important 
component of your organization’s life: you. What is the nature of 
your business, and what does it want to become? The next analysis 
concentrates on the source of your business existence, namely, 
your customers. Evaluations of your industry and markets emerge 
from your exploration of “the game” you’re in, and you turn next 
to a detailed assessment of your most important fellow players— 
your key competitors. Equipped with such insights about the ex¬ 
ternal world, you can then evaluate your own organization’s capa¬ 
bilities. These analyses make it possible for you to choose the kind 
of strategy you wish to pursue. Ultimately, they provide an esti- 
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mation of the risks, costs, and rewards you can expect and a de¬ 
termination of the objectives you can realistically achieve. 

Thus I recommend an approach that requires you first to gen¬ 
erate feasible alternative actions and then to determine what the 
alternatives can produce, which in turn yields your objectives. 

So what? you may ask. It is common for businessmen to feel 
that sequence is unimportant and merely the concern of academi¬ 
cally oriented planners. I strongly believe that the question isn’t 
so academic as it seems. The sequence I propose in the strategic 
thinking process insures that the planner probes his organization’s 
condition and setting both deeply and comprehensively. It also in¬ 
fuses balance and objectivity into his judgments on the facts he un¬ 
covers and the assumptions he makes in his analyses. Finally, it 
provides him with review procedures to track performance and 
contingency plans for meeting the unexpected. 

Although I encourage you therefore to use the sequence just 
prescribed, which will be laid out step by step in the following 
chapters, there really isn’t one right way to do the job. I will cau- 
re P eatedl y not to get mechanistic in applying the strategic 
hinking process. Each sequence has its advantages and disadvan¬ 
tages, and the one you select should be determined by how exten- 
sively you need and desire to change. Further, the process is 
reiterative; strategy review, which should be undertaken periodi- 
c y, will bring your thinking back repeatedly to various phases of 
your strategy construction. If you don’t have the time and change 
isn t that critical, then start with current strategy and concentrate 
on factors that may force you to change it. If you want to start 
with your own resources, this is fine as long as you remain objec¬ 
tive and look at all aspects of your environment. The major point 
to keep in mind is that sequence will affect the scope and depth of 
your strategic thinking. 


SAM MITCHELL'S EXPERIENCE 

To begin our description of the strategic thinking process, I would 
hke to construct a conversation with a typical small businessman, 
Sam Mitchell, president of Midwestern Metalworks, Inc. Let’s say 
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it took place in the recent past. Although fictitious, it is quite typ¬ 
ical of many I’ve had over a number of years, and I will treat it as 
current. Here’s how Sam starts our discussion: 

“Business has really been terrific! Sales are up 25 percent, and 
income has set a record. It was really a pleasant surprise, and I 
hope it will continue. After all, this is my business, and I grew it 
by myself.” 

Sam launched his company 10 years ago. Last year sales reached 
$10 million, and he made a 15 percent return on his investment. 
Sam began his career as a machinist and worked his way up in the 
craft, and though he is the owner and manager, he wants to stay 
involved in line operations—“keep a hand in,” as he says. 

Like many businessmen in small and medium-size companies, 
Sam has a problem. He isn’t trained in management, nor is he an 
experienced planner. He has financial consultants and lawyers to 
guide him in accounting and legal matters, but his company isn’t 
big enough to hire planning experts. 

Recognizing the need to work out a plan for the future, Sam has 
been considering how to do this—where to start, what types of in¬ 
formation to collect and analyze, and what to include in his plan. 
He is looking for some guidance on the planning process and how 
to undertake it in the most efficient way. He continues: 

“Two years ago things began to click. My business has many 
small customers and two major ones—Aerospace, Inc., and Leisure 
Vehicles International. Both are located within 50 miles of us and 
have been using our services since I started. About three years ago 
both had excellent years but for entirely different reasons. 

“Aerospace is a supplier of electromechanical controls for mili¬ 
tary jet aircraft and space vehicles. When I set up my operations, 
it was getting most of its orders from McDonnell Douglas and Boe¬ 
ing. As you know, this type of business has some fantastic swings. 
When the government is spending, there is plenty of work; when 
appropriations are cut, things are really bad. You’ll recall that the 
aerospace industry was seriously hurt in the late 1960s by the cut 
in Department of Defense spending, which resulted in canceled and 
stretched-out contracts. This chain reaction caught my new com¬ 
pany in the middle and almost wiped me out. I had just invested 
in a new wing and new equipment and trained ten new operators. 
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“As I mentioned before, the late 1960s were tough. Because of 
the effect of a poor overall economy on my major customers and a 
surplus of machine-shop capacity, my prices reached an all-time 
low. To make things worse, several of my larger customers began 
to decrease external subcontracting and rely on their own internal 
shops. This is normal. When their sales are high, companies such 
as these can’t do everything internally, and so they subcontract. 
When sales decline, they revert to their own capability. Thus one 
day a customer is a customer and the next day he is a competitor. 

“So all in all, I had a rocky time for a while, but then the picture 
began to change. The aerospace industry moved frantically upward 
again and rapidly ran out of capacity, and I was in clover. Many of 
the independents had gone out of business, and those of us who 
had survived were left with more orders than we could handle. This 
didn’t mean we could sit back and relax, of course. For one thing 
most of the competitors remaining are part of larger and stronger 
national companies. With fewer but more powerful rivals, I’ve had 
to rethink my business approach.” 

Although Sam’s comments show merely the tip of the iceberg, he 
has made several significant points in analyzing the competition, an 
aspect of strategic thinking that will be covered extensively in later 
chapters. First, he has illustrated how a customer can become a 
competitor. Second, he has observed that competition changes and 
that market participants may decrease in number but increase in 
strength. As the chapters on competitor analysis will emphasize, 
every businessman must study his direct and indirect competitors, 
including firms that are vying for the use of limited resources. This 
process will make it possible to anticipate changes in competition 
as well as to evaluate a competitor’s strategy and gain some insights 
into how and why he will change. The process will include consid¬ 
erable explanation about the use of data sources and other means 
of finding out more about competitors. 

Sam’s next remarks focus on Midwestern’s macroenvironment— 
pressures from the society the organization operates in: 

“You probably noted from our last annual report that sales 
growth exceeded profits growth. The primary reason was the costs 
we incurred because of new employment and work-site legislation. 
First, I was required to hire a higher percentage of minority workers. 
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Then I had to install new equipment and acoustical ceilings in order 
to reduce the noise level. Finally, six months ago I was forced to 
get new safety devices. 

Each of these expenditures cut into my profits as well as added 
complexity to my planning and decision making. Now a business¬ 
man must analyze social, political, and governmental demands on 
his firm along with customers and competition. This comprehen- 
sive tracking is very complex and takes a lot of time.” 

Sam is right. Today’s manager must extend his planning work to 
include a macro environment analysis. He must evaluate not only 
government actions at the federal, state, and local levels but also 
social trends and values. He must carefully scrutinize the effect of 
the total environment on his own firm and also on his customers, 
his competitors, and his whole industry. Profitability is now only 
part of the game. In Chapter 7 I will discuss how a four-dimension 
overlay of society, government, the economy, and technology can 
be used to identify changes in these areas and effects on customers, 
the market, competitors, and your own resources. Further, I will 
provide conceptual approaches to reviewing the impact of these 
factors on strategy, and ways of testing viability and establishing 
contingency alert systems. 

In his next remarks about his firm, Sam switches the focus of his 
flunking from external to internal conditions. These statements are 
the meat of what I call resource analysis. 

New laws were not the only reason for changes in my work¬ 
force. Another change, which has a positive impact on profits and 
sales, was the creation of a small manufacturing engineering depart¬ 
ment in my organization. During the defense-spending reductions, 

I was able to hire two bright young manufacturing engineers who 
had been laid off by Aerospace, Inc. I had second thoughts about 
employing additional people at the time, but it was a good strategic 
move. The two men have introduced new methods, a materials flow 
system, and inventory controls. These are now paying off and have 
significantly reduced my manufacturing costs. 

Another area I’ve improved is my financing. A few years ago I 
was able to negotiate a higher line of credit from four local banks. 
This has made it possible for me to obtain cash more readily when 
I need it without fancy paperwork. The extra cash enables me to 
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obtain additional discounts from several suppliers, but its most val¬ 
uable effect is that it gives me more liquidity during the periods 
when I have to extend credit to my customers.” 

Like Sam, managers typically think in terms of tangibles such as 
men, money, machines, and materials when they are describing re¬ 
sources. But Sam is also aware that his “assets” include intangi¬ 
bles—the know-how of his manufacturing engineers. My approach 
to resource analysis leads you to assess the ability and experience 
you and your employees have in all your organization’s major func¬ 
tional areas. It takes into account the conceiving and designing of 
your products or services, their cost and quality, your marketing 
capability, your command and use of financing, your location, and 
the management skills at your firm’s disposal. 

This evaluation probes in depth where you’ve been, are now, and 
are likely to be in the future. It enables you to relate the opportu¬ 
nities and threats uncovered in your environment assessment to the 
resource assets and liabilities you possess currently and hope to 
have later. 


SHAPING A STRATEGY 

The conversation with Sam Mitchell has covered enough ground 
now for me to ask, “Could you briefly summarize your strategy 
and the results you would like to obtain?” He answers: 

“I don’t have a written or even a thought-out strategy, but I do 
have some concrete ideas about where I’m taking the business and 
how I intend to get there. I plan to improve my profit picture 
while continuing to expand sales. I want to acquire a small com¬ 
pany in the southwestern part of the state and go after some of 
that new industrial business. There are two shops on the market 
in this region. 

“I recently hired a new marketing manager, and I expect him to 
help us broaden our customer base so that we won’t be so tied to 
Aerospace and Leisure Vehicles. Instead of purchasing new equip¬ 
ment, I’ve already begun to initiate a leasing program. This permits 
me to be more flexible and provides some tax advantages as well. 
And I’ve taken steps to obtain some government funds to train 
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minority workers. This will also enable me to land some additional 
government contracts.” 

Although Sam denies having a formal strategy, he has clearly and 
simply described his objectives, outlined where he will invest his re¬ 
sources, and laid some plans for his manufacturing operations, mar¬ 
keting, and financing. In short he has worked out a strategy, if not 
m detail, and is on his way to implementing it. 

A strategy is a statement of an organization’s investment prior¬ 
ities, the management thrust, and the ways that it will use its 
strengths and correct its limitations to pursue the opportunities 
and avoid the threats facing it. Thus its overall strategy comprises 
three types of strategic decisions, and they fall on three levels. The 
rirst and more genera! level contains investment decisions, which re¬ 
sult in what will naturally be called investment strategy. The second 
level desenbes the major categories and extent of resources required 
and the emphasis to be placed on each business area. The third level 
is a more specific set of programs describing how resources will be 
employed to build on strengths and correct limitations. 

This fact is important to recognize, since some think that strategy 
development is reserved to the highest echelons of management and 
is not the concern of lower levels. This is not the case. Although 
top executives make the overall decisions on how an organiza¬ 
tion’s financial and human resources will be invested, middle and 
lower managers know just what resources will be required, as well 
as the options for obtaining and using those resources, and can un¬ 
cover alternative ways of building on strengths and correcting limi- 

tat l°, n t. Each decislon requires different forms, different people, 
and different levels of detail. If any of these levels is given short 
shnft or omitted, the overall strategy will suffer, and possibly the 
enterprise will fail. 

Let’s examine the key questions suggested by this breakdown 
and relate them to the conversation with Sam Mitchell. 

^Ho-win the financial resources of the organization be allo¬ 
cated? This is investment strategy, and Sam has said he intends to 
mcrease both sales and earnings by expanding into the southwestern 
part of the state and enlarging his market scope. 

2. What will it take to execute the investment decisions? 

This is overall management strategy, and Sam hopes to acquire 
new property and broaden his marketing thrust for this purpose. 
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3. How will Midwestern’s strengths be used and limitations cor¬ 
rected? This is operating strategy, and Sam hasn’t elaborated on 
the specifics, but he has decided to lease instead of buy and in¬ 
crease his training of minority employees to get government funds 
and additional contracts. 

Thus Sam has answered the three key questions in general. If he 
explores the following subdivisions of each, he will have a total 
plan: What will be achieved, how, when, where, and by whom? 

In the context of the three levels of decision, strategic thinking 
must cover all dimensions of a business. It must deal with how the 
product or service will be designed and developed (engineering), 
how it will be produced (manufacturing), sold (marketing), and 
financed (finance), and how these operations will be directed and 
coordinated (management). Just as a strategy will be incomplete 
if planners stop at investment decisions and do not include the 
operating level, it will be ineffective if they fail to include the en¬ 
gineering, financial, or other function of an organization. 

Every leader has a strategy, whether it is expressed or not. Some 
plans are built purely on intuition and judgment, while others are 
the result of systematic and disciplined thinking—analysis, synthesis, 
and evaluation. The test of soundness is whether a strategy is con¬ 
sistent with reality and feasible to implement. The process of stra¬ 
tegic thinking blends your experience and managerial “sixth sense” 
with disciplined questioning and recording. It covers strategy 
formulation, implementation, and review. By leading you to ask 
continually, “So what?” it will filter the amount of information 
required to uncover relevant opportunities and threats. By asking 
how you compare with competitors, it will force you to objectively 
screen out opportunities that aren’t viable. Combinations of ways 
to use strengths and correct limitations will generate alternatives. 

That entire process will culminate in a series of strategic elements 
which you can review in the light of your objectives. And you can 
validate those strategic elements in terms of your realistic assess¬ 
ment of past changes and of the critical resources you will need. 

The future is uncertain and to a large extent beyond our control. 

Yet we must anticipate and assume if we are to strategize. The key 
is to identify critical assumptions and be prepared to respond if 
they are mistaken. In Sam Mitchell’s words: 

“Of course the assumptions I’m banking on can prove wrong. 
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For instance, one of my key assumptions is that I can negotiate the 
purchase of one of those two southwestern machine shops. I could 
be wrong, since I haven’t made a formal offer. It could be rejected 
because of price, or someone else may beat me to the punch or out¬ 
bid me. I have to be prepared to shift my plans radically if one of 
mymajor competitors purchases one shop or even both of them.” 

throughout the following pages, I will emphasize the need to 
think future and not get trapped by the tendency to base plans on 
merely an extrapolation from the past. Strategic thinking entails a 
conscious effort to anticipate future change as well as similarities. 
Both are important, for planning builds on the past and present to 
deal with the future. The approach I will detail requires an under¬ 
standing of who we are and why we have been successful or unsuc- 


Although strategic thinking is future-oriented, it does not require 
psychic powers or a gift for predicting. No one can see into the fu¬ 
ture except God. But since we must make decisions today that 
attect our performance tomorrow, we have to know what we as¬ 
sume will happen. Thus it is critical to identify our predictions or 
assumptions and then track those that have a significant bearing on 
our potential success or failure. The point is that if we see some- 
hing occurring that deviates from our suppositions, we must be 
ready to think through its implications and be willing to modify 
our strategy. To be specific: Since an underlying premise of every 
strategy a few years back was that oil would remain plentiful and 

C ? e3 ?’^ ! d haVe been ridiculous not to restrategize when events 
shook that premise. This is what Sam must do if a key assumption 
proves to be incorrect. v 

In closing this chapter let me emphasize again that strategic think¬ 
ing is continuous and not a time-phased process. Although the pages 
to come will describe where to start and imply that there is a begin- 
nrng and an end, strategizing must be an ongoing activity, for the 
same reasons that interest in strategic planning has revived-the 
cnanging dynamics and increasing complexity of the world As 
conditions alter and resources are modified, organization leaders 
must be constantly alert to observe how the changes can affect their 

to" State8iC api ™ ches - This 

of ^C"g. 8ency SyS * em mUS ‘ be “ part 
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The following chapters will dissect and expand on each phase of 
strategic thinking in sufficient depth for you to apply the concepts 
and steps to your business situation. As we progress I will ask that 
you stop and apply these in a systematic manner. By the end of 
the book, I hope that you, like Sam, will have a better feeling for 
the objectives you wish your organization to pursue and how to 
get there. 



LOOkING MCkWriRD WITH 

one eve on THe fume 


Strategic thinking requires data collection, processing, analysis, 
evaluation, and decision making. Each of these activities is com¬ 
plex and time consuming and requires money and manpower. How 
much time, money, and manpower will depend on the type and de¬ 
gree of change from the past and present you wish to make in the 
future. Actually the entire process of strategic thinking is aimed at 
helping you answer the question of what your organization can and 
should become. 

Each leader, whether business, political, or humanitarian, has a 
vision and strives to make reality conform with it. Some visions 
call for a complete transformation; others entail marginal change. 
The type of vision you have helps define the planning process you 
should undertake. No one sequence is appropriate for all plans, 
and yours must be responsive to your situation and expectations. 


THE FIVE GENERIC OPTIONS 

To illustrate what I mean, I will describe the five generic choices 
a leader has for his organization: 

Holding action: 

Continuing to be what he currently is. 



16 / Putting It All Together 


Selective growth: 

Growing selectively in the same market. 

Diversified growth: 

Growing in other markets. 

Harvest: 

Allowing the business to decline. 

Exit: 

Getting out now. 

Examining each of these options will require an understanding 
of the organization’s present and projected new markets, customers 
resources, competition, and societal environment. But one option 
may require a more penetrating assessment of a particular factor or 
factors than does another-a closer scrutiny of the competition, for 
example, or a fuller evaluation of resources and potential threats. 
Let’s look at the five options in some detail. 

Hold Your Own 

The first and normally most practical option is to hold the posi¬ 
tion you have in the markets you are now serving. It is the most 
appealing choice to businessmen who already have a solid share of 
a market that is still growing. In this situation holding doesn’t mean 
stagnating, but in others it will bring about a decline in sales and 
market growth rate, though profits may continue to rise. 

Many businesses have elected this course of action. Schwinn has 
continued for years to concentrate on the bicycle market rather 
than diversify. Fortunately the market has expanded dramatically, 
and the firm is sitting in the enviable position of being a profitable 
quality leader in a growth market. Some bigger companies, such as 
Kodak, have chosen this course with equal success. Although Kodak 
has diversified to a degree, it is still primarily a film products manu¬ 
facturer and supplier. 

Most often the hold option is appealing when a given market is 
still moving up the growth curve and a company is in a good posi- 
tion to take advantage of the expansion. Figure 2-1 shows a typical 
market life-cycle curve. By the use of a time scale, a businessman 
can predict how long it will be before growth levels off and demand 
begins to decline. The life span will vary from one market to an¬ 
other, as will the time it takes a market to get from one point to 
another. Chapter 4 will discuss this subject in some detail. 
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Figure 2-1 A typical market growth curve. 

If the holding action seems the best option for your organiza¬ 
tion, your strategic thinking should emphasize understanding your 
current market and customers and anticipating any changes in 
buyers’ expectations and needs that can affect your present posi¬ 
tion. Further, the entry or exit of competitors and your relative 
strengths and limitations should also be carefully scrutinized. The 
analysis will be more defensive than offensive. 

Grow Selectively 

A second option is to grow by entering or refocusing on markets 
related to, or extensions of, your current market. You might select 
the new markets because they are growing more rapidly than that 
in which you are currently participating or because you can exer¬ 
cise some unique ability or strength in them. This activity is com¬ 
monly accompanied by vertical or horizontal integration. 

Vertical integration is what the oil-refining companies did when 
they extended backward into petroleum exploration and then 
moved into direct distribution of heating oil and fuel to end-use 
consumers (individual homeowners and vehicle owners) by oper¬ 
ating their own heating oil companies and service stations. In addi¬ 
tion, finding that petroleum extracts and byproducts provided other 
profitable ventures, the companies moved horizontally into chemi¬ 
cals, agricultural, and plastics businesses. In these cases their growth 
came as a function of knowing their products and developing new 
applications. In others this type of growth derives from knowing 
and anticipating customers’ needs. For example IBM recognized 
that its current customers needed typewriters and word-processing 
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equipment such as dictation and transcribing machines. Later it 
moved into the reproduction equipment market with the same 
customer base. 

In considering the possibility of integrating, you must therefore 
assess your markets and customers carefully. Another area of con¬ 
siderable importance is competitors. You must recognize that as 
you move forward, backward, or sideways, you may confront com¬ 
petitors who were customers, suppliers, or dealers of yours. Each 
type of competitor will have different talents and abilities, and your 
move will cause changes in these firms that may require new re¬ 
sources in your firm to meet. 


Diversify 

Gro , v ^ h by diversification is the most ambitious option and the 
most difficult to achieve. It normally begins with an organization’s 
recognizing that current and related markets won’t provide the 
growth it desires. This means it must either change its expectations 
or move mto foreign waters. The conglomerate of the 1960s was a 
ypical example. H. S. Geneen recognized that he couldn’t make 
H 1 an excitmg growth company by staying in the regulated tele¬ 
communications industry and related fields, so he hired a consult¬ 
ant to seek out new market opportunities and companies that could 
provide the earnings growth he wanted. The result was ITT’s move¬ 
ment mto car rentals, hotels, baked goods, and insurance. 

On a less ambitious scale. General Motors, Ford, and American 
Motors moved mto appliances. Xerox into education, and Gulf in¬ 
to nuclear energy. When I say “less ambitious,” I am referring to 
the span of the diversification, not the investment and risk. 

An organization will typically start searching for diversification 
opportunities because there is a gap between its current business 
rajectones and its stated earnings or sales objective. Next, careful 
assessments of market growth projections, competitive concentra¬ 
tion, and new trends in demand help identify the fastest-growing 
and potentially most desirable markets. In recent years many com- 

S^nm h r e Ch ° S T the acquisition route > but if time permits, a firm 
riiould also consider diversifying from within, building its expansion 
on its current organizational resources. 

The batting average of successful diversification efforts is rela- 
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tively low, since this move requires the ability to perceive things 
differently and evaluate critically what it will take to be successful 
in a new kind of undertaking. Often institutions see the pot of 
gold but fail to recognize what it will take to get there. Ford seems 
to have failed to make it in appliances, and Xerox (like many 
others) hasn’t done what it said it would do in education. Even 
the conglomerates have been surprised at the difficulty of moving 
into new markets and industries. Diversification takes consider¬ 
ably more time, effort, and study than any other option. 

Harvest Gradually 

Many businessmen find themselves implementing a decision to 
let an operation decline without really knowing it. If exercised 
properly, a plan to harvest selectively and to prune dying or dead 
wood can be very profitable. In a large company that has a variety 
of business activities, those harvested can fund the growth seg¬ 
ments. The secret of success in this option is objective periodic 
evaluation of all products or segments and decisive action to cut 
back those contributing least to the organization’s well-being. If 
you are the leader of such a segment and it is healthy though de¬ 
clining in rate of growth, you should begin to return large amounts 
of cash to the firm. The reason is that the cash and capital re¬ 
quirements should become increasingly lower than needed to sat¬ 
isfy the previous customer population. Unless there is an erratic 
competitor, market participation should be stabilized, and each 
supplier should be reaping the benefits. In fact the competition 
may be declining, since the less successful may be exiting, which 
may put you in the enviable position of actually enlarging your 
market share and sales volume while increasing profits and cash 
flow. There are two major pitfalls in this situation. The leader 
may overestimate his slice of the competitive pie and invest more 
than the market or industry demand justifies. Or he may panic 
and help accelerate the decline or, even worse, erode the profit 
margins. 

Exit 

The fifth option is to get out now, even at a loss. This is the 
most unpleasant of any of the choices available, but it may have 
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to be faced and executed for the long-term good of the whole or- 
g nization. The unpleasantness stems from the negative impact 
the option appears to have on all the stakeholders-all those indi¬ 
viduals or groups who have a stake in the business and its results, 

formant 086 ^ ^ affected by the organization’s per- 

Stakeholders range from immediate to remote, and in macro- 
economic terms, they ultimately include the world. From the 
more realistic viewpoint of who has a conscious interest in the or- 
gamzation, stakeholders can be classified as stockholders, investors, 

m?tn S ’ man ^ 6rS at dl levels ’ other employees and their unions, 
ustomers, suppliers, the communities the organization functions 
m, and the larger public and its governments 
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replace their product in toto and decided to close down their op¬ 
erations. The few concerns left decided for various reasons to hang 
in there and ride the curve down. Fortunately for these few die- 
hards and unfortunately for those who exited, the market didn’t 
collapse—in fact, it began to grow, as Figure 2-2 illustrates. The 
reason was the emergence of color television, which needed vacu¬ 
um tubes. The result was an expanding market with fewer com¬ 
petitors, and those who remained were forced to add rather than 
reduce capacity. 



Time (in years) 

Figure 2-2 The vacuum-tube market growth curve. 


A START 

The option that management chooses obviously affects an orga¬ 
nization’s plans from the moment the decision is taken. The proc¬ 
ess of strategic thinking is aimed at helping you not only make that 
decision but remain alert to factors that might change your mind 
as you progress. I would like to suggest some basic guidelines that 
will help you determine the degree of change in direction you 
should consider. The guidelines are built on the premise that 
change is a function of (1) the type of company you manage and 
how it has operated in the past; (2) the time and human resources 
you have to carry out the thinking and planning activity; (3) your 
desires and those of other key stakeholders. 
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Guideline 1: Know Yourself 

First ask yourself this question: “What kind of company am T 
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unwilling or unable to spend time on the thinking and planning 
process, his options will be limited or will depend largely on luck. 

A few years ago I discussed this point with a potential client, who 
promptly informed me that he wouldn’t spend more than two or 
three weeks out of the entire year on this activity. “I’m too busy 
running the business,” he said, “and besides, I don’t have the in¬ 
clination to plan.” This was his attitude despite the fact that he 
had very ambitious objectives that required overcoming strongly 
entrenched competition in a relatively slow-growing market. His 
stated mission was to grow through diversification. My reaction 
was that either he would change his mind and become more in¬ 
volved or he would fail to move the operation as he wanted. With¬ 
in two years it was apparent that he wasn’t going to become com¬ 
mitted to strategic thinking, and though he had hired a staff to do 
the work, he had failed to reach his objectives. 

This leads to a second question that will help you determine the 
option to select: “How much time am I personally willing to com¬ 
mit to strategic thinking?” If the answer is “Little” or “Only what 
is necessary,” then I believe that the best you can expect is to hold 
or to grow selectively as opportunities arise. 

Another time question deals with the dedication and involve¬ 
ment of key operating managers and planning staff. If the business 
is expected to move dynamically, this will require the continuing 
participation of other operating managers and a large staff of plan¬ 
ners. If the operating managers are firefighting and can’t see be¬ 
yond today, they won’t be able to plan, which will limit the degree 
and type of change the firm can make. The number and mix of 
planners should also be evaluated. Top-notch planners are difficult 
to find, and since strategic thinking is part science and part art, you 
must not assume that you can easily recruit a large, skilled staff. 
Thus you must assess your current capability and include this in 
your decision about the reality of the vision you have. The combi¬ 
nation of a small staff, firefighting managers, and a limited commit¬ 
ment from you may restrict your business to a holding position or 
even force you to retrench. 

Guideline 3: Assess Your Own and Your Stakeholders' Desires 

After you have realistically inventoried your organization’s past 
and present situation and planning resources, you should candidly 
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SEPARATING THE DO-ABLE FROM THE 
IMPOSSIBLE DREAM 

The entire purpose of determining where you have been, are 
now, and desire to be is to increase the probability that you can 
achieve what you set out to do. It is useless to pursue an impossi¬ 
ble dream. It must be recognized that people are rarely able to 
change quickly and do things they have never done before. The 
same thing is true of organizations. They can’t be what they have 
never been without major surgery, and we all know that a serious 
operation can kill the patient. A knowledge of past performance, 
present condition, and expectations for the future is as necessary 
to a business planner as to a physician. Yet I have witnessed or 
read about many situations where this first step in the planning 
process was never taken and the organization set out with the 
probability of failure greatly outweighing the chance of success. 

To repeat, strategic thinking begins with your decision on the 
direction you wish to lead your business in. You reach that de¬ 
cision through what I call mission development. This will enable 
you to foresee the type of information you will require and 
where to put the emphasis in your analyses and projections. The 
three key questions for mission development can be expanded to 
five: 

1. What type of business has yours been and is it now? Has it 
been a supplier of components for a system or a systems integra¬ 
tor? Has it been domestic or worldwide in scope? And so on. 

2. Does it have any unique features to build on? These are nor¬ 
mally strengths that are well recognized and not subject to argu¬ 
ment, such as unique technical, marketing, or financial resources. 
They provide a running start and should be used. 

3. What are your planning resources? These, as I said, should 
include the abilities of your key managers and planning staff mem¬ 
bers as well as your own. 

4. What are your personal ambitions and expectations? Do you 
wish to expand the business, or do you want to cash in your chips 
and get the reward you deserve? Are you mainly interested in 
“the good life,” or would you like to move to other pastures, like 
public service or office? 
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vices. Often the mission changes represented big deviations from 
the past, and some don’t appear to have been well thought through. 
Numbers of the new undertakings have failed, and others are close 
to foundering. 

Universities. Following World War II colleges and universities 
moved aggressively toward expansion. Many small liberal arts in¬ 
stitutions added graduate departments. Other schools branched in¬ 
to business and education specialities, choosing diversified growth. 
But many of these moves were made without strategic thinking. 

The institutions did not adequately explore what they were, why 
they had succeeded in the past, what resources they had, and where 
they wanted to go. Today they are paying for this. In some cases 
even survival is in question. 



Mission Development 

Type of Company 

What kind of organization has yours been? 
(Include the markets served, extent and type 
of participation, and strategy executed.) 

Planning Resources 

What type of planning support is available? 

How much time and effort do you wish to 
commit? 

Uniqueness 

What uniqueness does your organization 
have? (This is a preliminary listing of assets 
which will be confirmed later.) 

Your Vision 

Describe the type of organization you wish 
to manage in the future. (This may utilize 
the five generic options available. It begins 
to address the strategic questions you will 
select later, after your evaluation of en¬ 
vironment, competition, and resources.) 

Stakeholders 

How do your desires compare with those of 
other decision-making stakeholders? 

Output 

This is a statement of direction and an indi¬ 
cator of the type of information you will 
analyze and anticipate. 
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Research centers. There are many single-purpose institutes that 
tocus on one disease or one medical specialty. They grow and 
prosper as they work toward the results for which they were es- 
1S , e< *‘ Th ese are excellent examples of organizations with spe¬ 
cific vision and purpose. But they too have a problem. What 
happens when they achieve their objective? Do they exit, harvest, 
or stake out toward new growth? Most often the institution’s 
mam purpose is survival, and it moves into new areas of research. 

nfortunately this will duplicate efforts if the area is already being 
mves igated by others. This puts yet another group in competition 
tor scarce resources. 

The point is that mission development is equally important for 
1 organizations, whether their activities result in a profit or not. 
the key steps in mission development are outlined in the accom¬ 
panying checldist. (To consolidate the elements of each phase of 
strategic thinking, similar checklist summaries will be given at the 
end of most subsequent chapters.) 



CUSTOMERS DETERMINE TH€ 
SUCCESSFUL STRATEGY 


More than 20 years ago, Peter Drucker wrote, .. business is not 
determined by the producer, but by the customer.”* This quota¬ 
tion had been universally approved; 99.9 percent of the business¬ 
men you speak with will agree it is correct. Yet most businessmen 
act as though they are in full command of the situation and the 
customer will merely buy what they offer. 

If businessmen practiced what they say they believe, they would 
recognize that strategic thinking must begin with a comprehensive 
study of their customers. On the contrary many begin their plan¬ 
ning with an invention or market data. Thus they lose sight of the 
fact that customers—as individuals and in groups—make a product 
successful and expand markets. In this chapter I will describe an 
approach to customer analysis that will emphasize who customers 
are, why and how they buy, and what changes can influence their 
purchasing habits, among other considerations. The analysis will 
yield a better understanding of how markets are segmented and ul¬ 
timately how the entire market is shaped. Here are some of the 
questions that will provide the pictures: 

Whol 

Who are your customers? 

How can they be classified? 


*Peter Drucker, The Practice of Management, New York: Harper & Row, 1954. 
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vices. We buy a car to drive, regardless of whether for pleasure or 
business, or a washing machine to use in our own homes. 

Industrial users. These companies or institutions use the product 
or service in their operations. It may be the same one bought by 
consumers-a washing machine, rubber gloves, a window-cleaning 
service-^but industrial users make their buying decisions differently 
and should be grouped accordingly. Commercial purchasers of air 
conditioners for example would be willing to pay more for higher- 
performance units than homeowners because they would calculate 
the payoff period and determine when they would recoup the lar¬ 
ger investment with smaller operating costs. This can be very sig¬ 
nificant from the standpoint of building a strategy. 

Regulated users. These are similar to industrial users but should 
be classified separately because special constraints and motivations 
influence their buying decisions. The constraints, in the form of 
special laws or regulations, may dictate how they buy, how they 
pay for their purchases, or how they will be paid for their services. 
This is now well known by most consumers of electricity, who have 
learned how the utility companies are able to recoup their invest¬ 
ments through higher rates. Among other regulated users are tele¬ 
phone companies, water and gas utilities, railroads, airlines, and 
trucking and transfer lines. 

Government users. This classification includes all levels of 
government—federal, state, county, and municipal. These users 
purchase a product or service in order to promote the public good. 

It might be police equipment, fire apparatus, or public relations 
consultants for various agencies. Like regulated users, government 
customers operate under special constraints and must make their 
purchases in accordance with specific procedures. The supplier 
must understand these characteristics thoroughly in order to an¬ 
ticipate change. 

Customers Who Buy to Incorporate Another Product or Service 

Original equipment manufacturers. The OEM company purchases 
parts, components, or subsystems from another manufacturer and 
incorporates them into its own product. Examples are the lawn- 
mower producers who buy the motors they install in their machines 
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anX the amconditioner makers who use other manufacturers’ com¬ 
pressors. The component or subsystem loses its identity and be- 
comes part of the larger. The cardinal point in assessing this group 
of customers is to anticipate whether they will find it more eco- 
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Subdividing the Classifications Further 

Once customers are grouped by use of your product or service, 
they can be described and classified with more precision. Consum¬ 
ers, for example, can be analyzed by demographic and personal 
characteristics such as age, sex, occupation, location, income level, 
marital status, and knowledge of products. Industrial users can be 
grouped according to the specific types of products they turn out. 
For instance some of your metal-producing customers may specia¬ 
lize in steel, others in aluminum, and still others in tin or copper, 
and some may be generalists that participate in several of these 
areas. Another group may be involved in synthetics, while still 
others may provide communications services. The Federal Gov¬ 
ernment Standard Industrial Classifications (SIC) are an excellent 
source for guidance on grouping customers, and they are used by 
government publications to provide historical trends and projec¬ 
tions. 

Regulated customers can be classified according to the kind of 
service they provide, but even more important to know are their 
ownership characteristics and funding basis. Some electric utilities 
are wholly or partially government-owned. Some are quasi-public 
and though government-supported operate like private enterprises. 
Still others are stock companies and must consider their stock¬ 
holders’ interests as well as provide service. Then there are coop¬ 
eratives, and new forms of utilities are appearing on the horizon. 
The key strategic issue facing companies serving these groups of 
customers is whether they will change and what mix of private, 
quasi-public, and public ventures will exist in the future. 

Government users can be broken down into levels and types. 
Federal customers may be classified according to the branch they 
belong to (executive, legislative, or judicial) and then according to 
department or agency (Department of Defense, Federal Trade Com¬ 
mission, and so forth). These affiliations may be critical to later 
evaluation since each government body has its own regulations and 
ways of doing business. In some cases these purchasers are compet¬ 
itive and may not desire to use common suppliers, thus pre-empt¬ 
ing a piece of market. Customers belonging to state governments 
may be subdivided in similar ways. Local-government users are also 
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an important customer group that may or may not be homogeneous, 
or ins ance some cities centralize purchasing whereas others decen- 
ra ize it. Each type of government customer has different powers, 
requires specific services, and operates under particular constraints 
as to how and when it makes purchases. 

I wishto caution you not to get carried away in grouping custo¬ 
mers to the point where you are classifying for the sake of classify- 
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ceding five years shows that your sales to OEMs have declined from 
65 percent while sales to consumers directly have increased from 10 
percent. Thus you realize that a change has occurred of a strategic 
nature, a change that has affected how you do business. It leads 
you to ask: What will these percentages be in the future? This pro¬ 
jection is relevant because your manufacturing and marketing prac¬ 
tices vary for different types of customers. This information also 
helps you think about customers’ uses and objectives, which in turn 
can provide a means of anticipating changes. 

You now compare your sales mix with the industry average and 
with that of your major competitors in order to determine how 
similar or dissimilar your customer base is and how vulnerable you 
are to change. You find the percentages that appear in Table 3-1. 
They show that your sales breakdown is rather similar to the indus¬ 
try’s and not far from being a replica of competitor Y’s, while com¬ 
petitor X has concentrated more heavily on OEM sales. Each com¬ 
pany has segmented the market, and the results have changed the 
mix and the vulnerability to change. OEM sales are essential to all 
of you, but X has more to lose or gain if they shift in the future. 

If this market segment grows at the expense of the consumer or in¬ 
dustrial user group, you and competitor Y are more vulnerable than 
X. Knowing more about OEMs seems important. You should 
probe the reasons for and the effects of the objectives and purchas¬ 
ing habits of OEM customers. 


Table 3-1. Customer mix comparison. 


Types of 
Customers 

Your Sales 

Competitor 
X’s Sales 

Competitor 

Y’s Sales 

Industry 

Average 

Consumers 

25% 

15% 

25% 

24% 

Industrial 

users 

25 

20 

20 

30 

OEMs 

50 

65 

55 

46 


There are many illustrations of the need for customer classifica¬ 
tion to be found in recent business history. In the past five years, 
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The third category is psychological motives, which are primary 
in the purchase of prestige-oriented products and services. In these 
cases the utility and cost of a product may be of reverse import¬ 
ance. The fad purchaser is motived in this way. People buy to 
demonstrate to their friends, neighbors, or colleagues that they are 
financially successful enough to own such a product as a Cadillac, 
Lincoln, or Rolls-Royce. The fact that they are large, uneconomic, 
and expensive to purchase, service, and operate isn’t significant. This 
motivation can also stand behind the purchase of inexpensive items. 
In the early 1960s the Volkswagen was a prestige-oriented product 
even though it was cheaper than other cars. This came about be¬ 
cause many members of the young sophisticate group decided to 
make the Volkswagen a status symbol, one that signaled not wealth 
but intelligence and “being in.” 

Let’s examine each of these sets of objectives in more detail. 

Economic Objectives 

Many businessmen think that economic factors are the most im¬ 
portant if not the only ones that need to be explored. It is true 
that price must be considered in determining a marketing and busi¬ 
ness strategy, but it is not the only motivator. Moreover cost to 
the customer comes in many shapes and forms, and most buyers 
take these into account to some degree. 

First, there is the initial purchase price. The government re¬ 
quires many of its suppliers to submit bids and then chooses the 
lowest bid that also meets functional and quality specifications. 
Some consumers are very price-conscious and allow their buying 
decision to be influenced too much by this factor. There are in¬ 
dustrial users, distributors, OEMs, and contractors who also fall in 
this category. 

Second is the cost of operating the product or service. The cus¬ 
tomer may be looking at how much use he may have of his pur¬ 
chase—for example whether he will need it for two or ten months 
a year or whether it will last five or 25 years. This is true of in¬ 
dustrial users, which evaluate operating time and life span very 
carefully. In the nuclear energy field, this is a major factor in the 
selection of generating systems. Consumers became very aware of 
operating costs as the price of gasoline doubled in a few months in 
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A small businessman may want a car that is practical for making 
deliveries but attractive enough to use as a family car too. A sales¬ 
man may look for driving comfort and the high quality needed to 
sustain excessive highway use. A car dealer may be interested only 
in models that sell quickly and provide high profit margins. 

As I said earlier, customer objectives may change over time. A 
change in functional expectations may be due to a buyer’s experi¬ 
ence or age, or it may be due to factors outside his control. An 
excellent example is the effect the gasoline shortage had on the 
type and number of automobiles sold in the United States. Even 
salesmen who use cars for their work modified their preferences. 
They became more interested in the small car, which requires less 
gas to operate than the larger cars they were used to. 

Further, a product’s functional appeal may change as it moves 
along the maturity, or growth, curve. In early periods its newness 
or innovative characteristics may differentiate it from competitive 
lines. The first metal ski had unique properties and appealed to 
professional and recreational skiers alike. As its market matured 
and fiberglass came into use, the metal ski began to move into the 
commodity category. Products in the commodity category are so 
similar they cannot be easily differentiated and are therefore viewed 
by customers as being virtually the same product. 

Psychological Objectives 

Psychological motives relate to intangible aspects of a customer’s 
perceptions such as the satisfaction he gets simply from owning or 
using a product or service. As I said before, an obvious factor is 
status enhancement, which may well provide a greater impulse to 
buy than do economic or functional considerations. In the late 
1950s and early 1960s, the big, fin-adorned, high-horsepower auto¬ 
mobile was regarded as a reflection of the owner’s affluence. More 
recently the large-screen color television set and the stereophonic 
sound system with massive, even ugly speakers were “in” things. 
Companies have purchased the biggest, most complicated compu¬ 
ters because they wanted to be considered progressive and dynam¬ 
ic. These factors shouldn’t be overlooked as you evaluate each 
customer group since they may suggest unique opportunities. But 
you shouldn’t forget that psychological objectives also change with 
time. The big car lost its status appeal and the small sports car took 
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that they have additional cash because of special investment credits 
or deductions. This may increase their desire to obtain delivery 
quickly so that their outlay on the purchase will be eligible for the 
tax break. Conservation and safety laws may have inflicted heavy 
expenses on many of your customers. Industrial users have been 
forced to add pollution-control equipment—a fine boost for those 
in this business but a serious drain on other vendors. Government 
and regulated customers must also comply, so they too have di¬ 
verted funds to this activity. Fiscal and monetary policies have 
had major impacts on the cost of money, and many of your custo¬ 
mers may have been driven to curtail or delay acquisitions because 
they couldn’t obtain financing or afford the attendant expenses. 

I could go on, but I think the point is made: in order to antici¬ 
pate changes in your customer base, you will need to spend some 
time identifying the crucial environmental factors that can alter 
your buyers’ desire and need to purchase. 

Abilities and Resources 

Another group of factors that can change a customer’s purchas¬ 
ing habits relate to the abilities and resources at his organization’s 
command. 

High on the list is the buyer’s ongoing ability to finance pur¬ 
chases. In recent years some very powerful industrial concerns 
have gone bankrupt. Some companies—Rolls-Royce and Penn-Central 
Transportation, for example—have been put into receivership, and 
the profits of many suppliers went with them. For a variety of 
reasons, cash-paying class A customers may become oriented to¬ 
ward terms and conditions, or outright purchasers may become 
lessees. The timing and size of orders may change radically. There 
are techniques for analyzing the financial abilities of some of your 
industrial and government customers. These are the same as the 
methods for evaluating the financial potential of competitors, and 
they will be described in a later chapter. 

You may also lose a customer because he develops your product 
or service himself. A buyer’s ability to conceive, design, and pro¬ 
duce what he has been purchasing from you obviously has strategic 
implications for you. Any of several considerations may decide 
him to make rather than buy—economy, supply conditions, a de- 
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More than a decade ago a large electrical-products manufacturer 
concluded that it would be able to obtain a significant share of the 
electric utility data processing market because it had excellent rela¬ 
tions with electric utility customers. However, the manufacturer 
overlooked the fact that although the utilities were the same, the 
decision makers were not. The manufacturer’s traditional products 
were sold to the technical management of the utilities, whereas 
data processing equipment was sold to the financial management. 
This overlooked factor contributed to the manufacturer’s inability 
to significantly penetrate that market. 

Another important aspect of the customer’s decision-making 
process is the criteria used to evaluate the purchase. At certain 
stages of a product’s life cycle, economy is paramount; at others 
quality or performance tops the list. An illustration can be taken 
from the nuclear power business. In the early 1960s nuclear energy 
plants were judged primarily on economic grounds. Then as ecology 
pressures gradually evolved and the price of fossil fuels rose, more 
emphasis was placed on questions of the reliability and availability 
of nuclear power. This change had a marked impact on the strate¬ 
gies of all the major suppliers of nuclear fuel and systems. 

Strategies 

A third set of factors which can change a customer’s purchasing 
habits derives from his investment management and operating strat¬ 
egies. When major purchasers or customer groups decide to change 
their strategies, these new directions must be carefully noted. Let’s 
look at a few strategic changes by customers that can force you to 
change your strategy. 

You might find that steel companies you sell to are gradually 
moving their production facilities abroad. This means that they 
are perhaps geographically closer to other sources of supply. Or 
an electronics manufacturer to whom you sell may have decided 
to move into mass production and cut back on the variety of prod¬ 
ucts it has been turning out. Customer groups that have been rely¬ 
ing on internally generated funds might be switching to long-term 
debt. Rather than requiring cash on delivery, they may be offering 
their buyers extended terms and demand the same from you and 
other suppliers. The customer likewise may change his attitude 
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of the impact on you and your rivals may vary, so it is important 
to distinguish opportunities and threats that pertain only to you 
from those of a broader nature. The strategic thinking process 
entails the need to be as thorough as you can in each phase of 
analysis. Probing the implications of customer change in depth re¬ 
veals that some opportunities and threats are likely to repeat them¬ 
selves because they are reinforced by another aspect of customers’ 
situations; for example a reduction of the prime lending rate may 
coincide with new and more liberal tax provisions to give certain 
buyers a better cash position at the end of their tax periods. On 
the other hand, if a unique opportunity or threat arises that you 
are not prepared to handle, your company may lose a chance in a 
lifetime or stumble into disaster. 


ADDING UP THE PIECES 

Customer analysis is a basic building block in the whole structure 
of strategic thinking. It provides you with an overview of not only 
your own clientele but the entire market you are operating in, as 
these little equations illustrate: 

Customers + customers = groups 
Groups + groups = market segment 
Segments + segments = total market 

Approaching your market analysis, therefore, you will have grouped 
customers according to type (based on location; objectives; use of 
product; decision maker; or strategy), explored their needs and 
wants, and probed potential changes in their buying habits. This 
aggregate information will allow you to visualize market segmenta¬ 
tion accurately and will also demonstrate emphatically that custo¬ 
mers, not products, cause demand to grow, hold, or decline. It will 
have given you considerable insight into each market you serve or 
plan to serve. You will now be in a position to develop a marketing 
plan that is aimed at the right targets. 

By quantifying the pieces of qualitative data you have collected, 
you will have the material you need to quantify the total market 
picture as well as its parts: 
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Table 3-2. “Customer” classifications for nonprofit organizations. 


Types of 
Customers 

School 

Hospital 

Govern¬ 

ment 

Places of 
Worship 

Consumers 

Students 

Patients 

Citizens 

Congregation 

Industrial 
and regu¬ 
lated users 

Companies 
that pay 
tuition or 
sponsor 
training 

Companies 
that pay 
patients’ 
bills directly 
or through 
insurance 

Corporate 

taxpayers 

Corporate 

donors 

OEMs and 
contractors 

Unions, 

professional 

associations, 

vocational 

counseling 

services 

Insurance 

companies 

Other 

government 

bodies 

National reli¬ 
gious councils 


than for a business firm. Consumers for example can be easily de¬ 
scribed by demographics and vital statistics, whether the product or 
service is educational, medical, or spiritual. Yet though the data are 
available, they are often not arrayed or analyzed properly. 

An institution that fails to keep its customer information up to 
date can get a shock. In my community, it was found that the num¬ 
ber of families with children was declining more rapidly than the 
national and state averages and that this wasn’t merely the result of 
a declining birth rate. The data showed an exodus of families far 
exceeding past and anticipated trends. This had repercussions on 
the schools, the fire and police departments, and the other services 
the community needed. Of course it opened up the whole issue 
of why the families were leaving. Were their objectives changing? 
Were they moving out because of dissatisfaction with community 
services? Was the cause economic—were they migrating to more 
affluent communities or poorer ones? These are truly strategic 
questions for a community. But they are often overlooked because 
the data aren’t systematically analyzed from a planning point of 
view or because the issues are too sensitive politically. 
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CUSTOMER ANALYSIS 

MARKET 

EVALUATION 


Industrial, Regulated, 

Total dollars or units 


and Government Users; 

W hat is the best way 


OEMs and Contractors; 

to segment: 

Consumers 

Distributors and Dealers 

By customer type 

Demographics 

Types of users 

By location of 
customers 

Personal 

Size/geographic 

By price levels 

characteristics 

location 

By product type 

Buying habits 

Buying habits 

and features 

Objectives and 

Objectives and 

By decision cri¬ 
teria or decision 

expectations 

expectations 

maker 

How products 

Product use 

By customer strat- 

are used 


egy 

Economic factors 

Economic factors 

Size of segments 

How important is 

Importance? 

Dollars 

product? 


Units 

Pre- and post-sales 

Service required? 

Growth rates 

service required? 


Total/segments 

Financial abilities 

Financial abilities 

Dollars 

Units 

Can do without? 

Can do without? 

Personal strategy 

Business strategy 

Pricing trends 

Loyalty of key 

Decision maker 

Cyclicality/ 

seasonality 

decision maker 

loyalty 

Quantity 

Quantity 

Sensitivity of demand 
Price 

Frequency 

Frequency 

Service 

Terms/conditions 

Terms/conditions 

Features 



External forces 

Captive market, not 
available to indepen¬ 
dents 
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With these particulars in hand, focus next on examining the cus¬ 
tomer groups or key purchasers that make the greatest impact on 
your business. As I have just cautioned, be thorough but don’t get 
os m details. Your purpose is to concentrate on only the custo¬ 
mers who can swrng your sales figures or profit margin. 

You may find it helpful at this juncture to get some assistance 
rom ot ers either inside or outside your organization, especially 
trom someone who is objective and will not be biased by his pre¬ 
conceived notions. Their objectivity and different view should 
nelp you spot the reasons behind customers’ buying habits. A de¬ 
scription of purchasers’ past and present practices without an ex¬ 
planation of these wouldn’t be complete. Let me urge you again 
to record this information for further reference and monitoring, 
i have seen many instances where thinking has not been docu¬ 
mented and confusion has arisen later over the grounds for a 
decision based on it. 

The checklists summarize the key points made in this chapter. 
Use them as an aid in analyzing your company. 



k 
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Now that you have assessed where your organization is presently 
and should go and have evaluated your customers’ characteristics, 
expectations, and purchasing habits, you are ready to look care¬ 
fully at others who have objectives similar to yours and who com¬ 
pete for the customer’s sales dollar. 

To begin the analysis of competitors, I have found it helpful to 
get the lay of the land in the whole industry. This survey includes 
how the industry behaves, what changes seem to be on the horizon, 
and what positive or negative effects—opportunities or threats—to 
expect from these changes. 

Just as in professional baseball, where teams are classified as ma¬ 
jor league, AAA, AA, A, and so on, it is useful to classify the vari¬ 
ous industry participants—in this case, as to type, mix, and size. 
You will recall that this kind of differentiation was recommended 
earlier, in customer analysis, and it applies equally here. These 
groupings provide a means for describing what has happened, where 
you stand now, and what you might anticipate for the future. Fur¬ 
ther, you can begin to get an appreciation for the results, costs, and 
risks inherent in the industry. 

In business as in sports, it’s important to recognize who the 
strongest contenders are and whether there is a chance to unseat 
the champion. The concentration of command over the market 
has a great deal to do with an industry’s attractiveness. Do three 
companies control 85 percent of the market, as in the U.S. auto¬ 
mobile industry, or does one competitor have 75 percent of the 
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Table 4-1 gives a view of where some leaders in the television 
industry belonged according to this subdivision scheme in 1973. 
The arrows show how several changed classification in 1974-Ad¬ 
miral by being acquired by Rockwell International and Motorola 
by merging with Panasonic (Motorola is now called Quasar Cor¬ 
poration). 


Table 4-1. Classification of some televison receiver industry leaders 
in 1973 and 1974. 



U.S. 

Foreign 

International 

Multinational 

Single- 

industry 

Zenith 

s Admiral 



Sony 

Panasonic 

Multi¬ 

* Rockwell 

AEG- 

Siemens 

/ 

industry 

RCA 

General 

Electric 

Motorola — 

Sylvania 

Telefuncken 

Philips 

Hitachi 

y 


Single-Industry Competitors 

In the early stages of a market’s life cycle, the single-industry par¬ 
ticipant tends to be small and to be headed by a strong, knowledge¬ 
able entrepreneur. Quite often such a company is willing to grow 
with the market, having found a niche and stuck with it success¬ 
fully. While the entrepreneurial leader is in command, he strongly 
resists moving outside his area of expertise. Later, if demand be¬ 
gins to shade off or he steps aside, the firm will look for more fer¬ 
tile though related opportunities. 

The fact that the single-industry company is knowledgeable about 
the market-and sees its entire future as resting with its success in 
that market-makes it a tough competitor to beat. If the industry 
is dominated by a few of these specialists, it will become stable and 
the rules will be well known by the participants. Normally only 
the entry of a new competitor, some discontinuity like a new tech- 
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couldn’t compete against the high-quality/lower-priced products 
of the Japanese. 

The multinational company is relatively new. Unlike U.S. or 
foreign concerns focused on either the home or export markets, 
they transcend national borders. They buy, produce, and sell 
where it makes financial sense. Thus their strategic decisions can 
be based on economics and on business opportunities. They are 
not distracted by national loyalties or priorities. The number of 
single-industry multinationals is increasing. For instance a new 
computer company. Unidata, was formed in Europe by a merger 
of the resources of Siemens, CII of France, and Philips. One rea¬ 
son for the creation of these new coalitions, as they are called in 
much of Europe, is to reduce the cost of participating in attractive 
but capital- and cash-intensive markets as well as to reduce the risk. 
Another is to gain access to new and sophisticated technologies. 

The multinational single-industiy company will tend to be more 
flexible than any other type. It is able to finance through a variety 
of currencies and take advantage of monetary fluctuations, differ¬ 
ential tax regulations, and favorable exchange rates. Petroleum 
companies such as Shell, Texaco, and Mobil have been classified as 
multinationals. They have learned how to deal with many govern¬ 
ments and to negotiate highly favorable tax and depletion allow¬ 
ances. Some have located refineries close to their markets and have 
built foreign-flag tanker fleets to transport their oil and byproducts 
around the world. They minimize risks and share costs through 
elaborate joint-venture agreements, including the foreign govern¬ 
ments as partners. In most instances these companies have con¬ 
centrated on oil and other energy-producing materials, but in the 
early 1970s, many began to diversify more broadly. 


Multi-Industry Competitors 

By definition multi-industry concerns participate in several in¬ 
dustries. Like single-industry firms, they can be differentiated by 
geographic location and target market as U.S., foreign, interna¬ 
tional, and multinational. This type of organization is largely a 
post-World War II phenomenon, and most have developed since 
the early 1960s. 
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cash resources in order to achieve its ultimate stated goal of a 20 to 
30 percent slice of the market, and so its managers went out to ob¬ 
tain additional financing. They got some of it from joint-venture 
partners, some from the federal government, and some from within 
Gulf by using accounting practices that could increase cash flow. 
During the windfall profit era, the oil crisis of 1973-1974, Gulf 
used part of its newly found cash and profits to fund this new ven¬ 
ture by writing off heavy losses. The fact that it was participating 
in several industries gave it the financial elbow room to do this. 

Some multi-industry companies are interested in diversifying 
primarily as a means of managing financial results, and they make 
their acquisition and merger decisions on this ground. They seek 
financial synergy. Others wish to capitalize on a strength, perhaps 
in marketing or engineering, and are seeking to purchase comple¬ 
mentary talents, or are simply pursuing opportunity markets. A 
few years ago the leisure industry was growing fast, and companies 
like Beatrice Foods went out and made a series of acquisitions to 
participate in this arena. Its new businesses, some of which I re¬ 
ferred to earlier, included a trailer-home manufacturer, a garden 
and lawn supply company, Hart Skis, and a luggage firm as well as 
additional food companies. 

I normally differentiate these two approaches and call the first 
kind of multi-industry company a conglomerate and the second a 
diversified firm. Knowing which type you are competing against 
can indicate the strategic response you should make. The con¬ 
glomerate may have short-term objectives and may give you op¬ 
portunities to enhance your position while it is “milking” a business. 
The diversified company usually has longer-term plans that may re¬ 
quire you to be positioned for a long, bloody fight. 

Changes in Type and Mix 

By using the classification scheme just described and plotting the 
past and present along with your assumptions about the future, you 
are able to visualize the competitive climate you will face and the 
consequences of changes that may occur in it. Figure 4-1 illustrates 
a 20-year period in a hypothetical industry. Since a decade ago, 
competitors A and B have become parts of larger multi-industry 
participants. Company A has been bought by a conglomerate; B 
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Figure 4-1 Changes in classification of participants in an industry 
m a 20-year period. 
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cent), KneissI (9 percent), Yamaha (6 percent), and Fischer (6 per¬ 
cent). Thus 91 percent of this segment was controlled by five par¬ 
ticipants, with 70 percent of it concentrated in the hands of two. 

All these competitors were single-industry specialists except Yama¬ 
ha, which was and is also in motorcycles. Head and Hart were U.S.- 
based and at that time had small exports; KneissI and Fischer were 
European, and Yamaha was Japanese. Head, the innovator of metal 
skis, priced on value* and strongly influenced sales and distribution 
patterns, utilizing price maintenance (also called fair trade) and spe¬ 
cialty ski shops. The industry followed Head Ski in its value pric¬ 
ing practice. 

Within four years the competitive situation had become radically 
different. Head itself had diversified into other sporting goods mar¬ 
kets, having added tennis, gymnastics, and archery equipment to its 
portfolio as well as ski clothing and accessories. It was moving more 
aggressively into Europe. The segment leader had become a multi¬ 
product, less specialized company. By early 1968 Hart had also 
changed, becoming part of Beatrice Foods, as mentioned earlier. 

So the No. 2 company was now a division of a billion-dollar multi¬ 
industry corporation. Other large firms were beginning to penetrate 
this segment. AMF moved into it with a new line of fiberglass skis. 
Then in 1972 Head disappeared altogether by being merged into 
AMF. 

Thus in a short five years, the quality equipment segment of the 
ski market changed from one that was dominated by specialists to 
one that consisted primarily of U.S. and foreign multi-industry 
competitors. 

Changes in type and mix of competitors can be precipitated by 
changes in an industry’s capacity—its ability to meet its customers’ 
demands. As you will recall from your elementary economics 
course in school, when supply is less than demand in a free pricing 
situation, profits are normally high. This factor encourages exist¬ 
ing competitors to add capacity and new competitors to enter. The 
combination of new capacity and any normal cyclical downturn 

*There are two fundamental ways to price your product or service: on cost or on 
value. In cost pricing you evaluate the cost and mark up from it. This is ordinarily 
what is done when a product is older and becomes a commodity. In value pricing, you 
base your price on the value you think the product has to the customer, regardless of 
cost. Normally, value pricing is used for prestige-oriented or new items. 
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viewpoint were several. It was “obvious” first of all that Japanese 
companies couldn’t ship bulky objects across the ocean and be 
price-competitive; shipping costs were just too high and would re¬ 
main that way. In addition, everyone “knew” that Japanese goods 
were of poor quality and inferior to those made in the United 
States. Finally, American tastes were “of course” different from 
those of the Japanese, who “therefore” couldn’t style products 
for our people. 

Because of these assumptions (which were considered facts) most 
American companies sat back and didn’t worry about any threat 
from the Japanese. The results are now a matter of history in the 
consumer electronics market: By 1972 the Japanese were the lead¬ 
ers, using the semiconductor and integrated circuit technology of 
the United States, and most of the radios, tape recorders, and 
stereos sold here were Japanese-made and distributed under Japa¬ 
nese labels. 

Developments in the American automobile market have been 
quite similar, though the final results are still not in. The Japanese 
did fail in their first attempt to penetrate, but the second time 
around they captured a significant share of the market. By mid- 
1975 that share had grown to 8 to 10 percent of the total market. 
Although there is a vast difference between World War II and the 
battle for the marketplace, it appears to me that as at Pearl Harbor, 
the impossible became reality, and the American businessman, like 
his military counterpart, was caught unprepared and vulnerable. 

The lesson we can learn from this is that we must look at the total 
market—the world market—and at each segment of it in order to 
identify possible future competitors, even if we don’t serve those 
regions. 

The reverse of this point suggests another place new competitors 
can come from—other segments of our own market region. It is 
quite usual to find a company that has specialized in one product 
level moving onto another. It may have sold only low-price items 
and then decided to move into the medium- or high-price range. 
Thus the specialist may expand and become something of a gen¬ 
eralist. 

Concerning the quality of market served, another potential prob¬ 
lem arises. I have seen many businessmen lulled into a sense of 
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teries, headlights. But these suppliers continued to sell to other 
automotive firms. Later Ford did the same thing, purchasing Auto- 
lite, Philco, and several other companies supplying components for 
automobiles. 

You must therefore look carefully at your customers and ask 
whether they are likely to integrate into your markets. This eval¬ 
uation will guide you on the prices you will be able to charge if they 
do and the profits you can expect to make. It will also make you 
question how much you should count on a particular customer’s 
continued sales. If you find that you depend too much on one 
customer or group, then it may be time for a change, or at the very 
least you must formulate a contingency plan. The same goes if you 
discover that you possess a virtual monopoly, since the customers 
may not wish to be so dependent on you. 

Those who feed you. Another group of potential competitors lie 
at the other end of the spectrum—your suppliers. Some of them 
may feel that they possess the critical resources and skills required 
to participate in your business. They may then decide to move for¬ 
ward in order to increase the size of their sales or to assure that 
they have access to the ultimate consumer. 

There are numerous illustrations of manufacturers that have ex¬ 
panded into distribution and of subsystem and component pro¬ 
ducers that have decided to become total-system companies. 

Chapter 2 mentioned the oil companies that moved from refining 
to exploration and then into the direct sale of gasoline and home 
heating oil. General Electric moved into the business of mass- 
transit cars because it became apparent that the electric systems 
had become the most expensive part of the car and represented the 
largest contributed value. The integrated circuit manufacturers, 
such as Texas Instruments, moved into calculators and watches. 

It is worth keeping an alert eye on your suppliers and thinking 
about their potential or actual desire to reach into your area. Im¬ 
portant indicators are the percentage the suppliers contribute to 
your end product and the complexity of their operations relative 
to yours. Once their contributed value or degree of complexity 
exceeds yours, you can anticipate the entrance of a new compet¬ 
itor. I don’t mean that this will happen automatically, since your 
industry may not be as profitable as the supplier’s, and the supplier 
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bowling industry and decided to move into other sporting goods. 
General Foods, a packaged-food leader, turned to fast foods in the 
late 1960s. 

The search for potential competitors must therefore take in your 
broad surroundings and your total industry. This principle paral¬ 
lels Theodore Levitt’s suggestion, expounded in Marketing Myopia, 
that a company think of itself in the broadest possible sense. I am 
not proposing this as an approach to developing your own strategy, 
because it tends to force you to think too generally. But I do think 
it is a way of identifying others who may enter your market. Thus 
in looking at the ski segment, your surveillance would move to sup¬ 
pliers of sporting goods, recreation equipment, and finally other 
leisure-time products or services. Your list of possible competitors 
might then include companies furnishing tennis and baseball equip¬ 
ment, camping and hiking products, and bicycles as well as hotel, 
restaurant, and resort interests. Any of these may decide to diver¬ 
sify and move across industries and markets. Such moves are forms 
of horizontal or vertical integration but are more extended than 
ordinary. 

The truly unexpected. So far I have described how to anticipate 
the appearance of competitors who have some obvious or related 
connection with your field of business. But what about forecasting 
the entry of a conglomerate from an unrelated industry? Is there 
a way to anticipate the emergence of this kind of competitor? 

There isn’t any simple answer, although conglomerates have shown 
a pattern in their acquisitions and mergers. Most companies of this 
type have selected partners purely for financial reasons. H. S. 
Geneen seemed to choose firms that would help him continue his 
upward trend in earnings per share. He was interested in growth 
companies to give him sales expansion and in some relatively stable 
companies to provide the earnings. He was willing to sell off if the 
need arose. 

I don’t know of any sure way to anticipate moves like these, but 
I can suggest some general guidelines. If you are in an industry that 
is growing rapidly in either sales or income by comparison with the 
gross national product, and some of its participants don’t have the 
financial or managerial resources for the long haul, then be on your 
toes for someone to come in and take them over. Or if your industry 
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compare the substitute products with its own. The same is true of 
service industries. For example, instead of considering itself a rail¬ 
road, a company should recognize that it is in transportation, thus 
not limiting its vision to the means of serving the customer’s need 
but focusing rather on the service itself. 

The major problem in analyzing functional competition is that 
we tend to deceive ourselves into thinking that our method of pro¬ 
viding the function is the best and that other methods are inferior. 
Unfortunately the customer doesn’t always agree and may switch 
from ours to another. Therefore it is important to recall the cus¬ 
tomer’s objectives and priorities and to put ourselves in his place. 

This analytic perspective can have the strategic effect of requir¬ 
ing cooperation among companies that sell the same service or 
product. This is the reason for industry advertising, such as that 
sponsored by the Home Heating Companies of America promoting 
the use of oil. 

An excellent example of functional competition comes from the 
early days of incandescent lighting. Thomas Edison recognized that 
the integral natural gas industry was his key competition. He set 
out to get institutional customers and ultimate consumers of gas- 
cities and homeowners—to switch to his way of lighting. To achieve 
this substitution Edison carefully analyzed the gas industry. Since 
he realized that most people are reluctant to change their habits, he 
made sure that electric lamps and systems were as close to gas 
equipment and processes as possible. The results are well known, 
and today gas is rarely used to illuminate cities and homes. 

Several further points need to be stressed. One is that substitute 
products may not exist at the time you are planning but may arise 
on the scene in your forecast period. Another is that the innovator 
of a substitute may be a company outside your industry. The rea¬ 
son for this phenomenon is that current participants may not wish 
to change the economics of doing business. The outsider, com¬ 
monly an entrepreneur with only a small share if any, has little or 
nothing to lose and everything to gain. Edison had nothing to lose 
since he had no stake in the gas market. Haloid (later known as 
Xerox) had only a small position in the duplicating industry and 
was committed to promoting dry-copy technology. The leading 
current participants weren’t interested, and many of them turned 
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collateral. Railroads have earned a poor-risk reputation over the 
years and now find themselves with limited means of obtaining fi¬ 
nancing. It might be argued that industrial stocks have fallen into 
disrepute and currently have limited value to companies in their 
financing strategies. 

Managers must therefore understand the reputation their indus¬ 
try has in the financial community and then anticipate the trend 
and cost of financing in the future. This type of competition isn’t 
normally considered and can cause some unpleasant surprises. 

Another point to be considered in light of the real and potential 
shortage of capital is the financial characteristics of your industry. 
Some industries require capital for long periods of time. Their 
return on capital is low, and only those who have access to large 
capital sources can participate. Other industries are cash intensive, 
that is, they require large amounts of cash to support required 
levels of inventory or receivables. Thus, the type of financial re¬ 
sources varies from one situation to another. 

3. Competition for manpower. Industries and companies also 
compete for manpower. Their image and reputation can affect 
their ability to attract and retain the quality and type of personnel 
they need. 

In the 1960s the aerospace business was riding high, and almost 
everyone was interested in this dynamic and challenging industry. 
The attraction permeated all age, education, and income groups, 
and many of the country’s top minds and creative talents were 
drawn to the industry. Aerospace companies had little difficulty 
obtaining large numbers of applicants; their main competition 
came from other aerospace firms. Toward the late 1960s, how¬ 
ever, the industry began to lose favor, both because of reductions 
in government funding and because of the unpopularity of the 
Vietnam conflict. This resulted in significant cutbacks in employ¬ 
ment and ultimately in a disenchantment with the industry and its 
participating companies. 

OTHER STRATEGIC FACTORS 

In addition to competitive factors there are many other charac¬ 
teristics of strategic importance about the industry in which you 
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them to raise more than $500 million in additional investment 
money just to provide the next model change. You could also 
argue that the trend set by General Motors and Ford—the planned 
obsolescence of automobiles, via style change every two or three 
years—increased the cost of participating in this industry to a level 
that drove many car manufacturers out of business. On the other 
hand, if you are a trend setter, keep in mind that you must be re¬ 
sponsive to customers and able to get them to follow your lead or 
else you too may fail. 

Distributors and Dealerships—An Industry's Life Cycle 

Each industry has its own distinctive distribution system. It is 
important that you understand the types of distributors and dealers 
doing business with you. In some industries they are mainly inde¬ 
pendent dealers who carry a variety of products and brands at a 
number of locations. In others they are owned by the suppliers or 
manufacturers. Still other industries distribute largely through gen¬ 
eral department stores and other unspecialized merchandise centers. 
As with customers and competitors, distributor changes may have 
significant strategic implications and should be anticipated. 

There appears to be a significant correlation between the type of 
distributor and dealer networks servicing an industry and the place 
the industry appears to be in its life cycle. Products and services, 
like people, go through stages of development. These can be illus¬ 
trated graphically by a curve, as was shown in Figure 2-1. The 
shape of this curve and the time periods along it vary from indus¬ 
try to industry. Some consumer products may complete the whole 
cycle in a few months; fad products can move from birth to death 
in less than half a year. High-technology businesses, such as the 
nuclear energy industry, may take decades. Even today, after 20 
years, the nuclear energy field as a whole is merely a “teenager,” 
and some aspects of it are still in their embryonic stage. 

When you analyze the type of distribution network servicing you 
in the light of your industry’s stage of maturity, you may see a 
pattern that will provide a means of anticipating what type will 
emerge next. 

When an industry is just getting started, its distributors tend to be 
trained specialists. Often they become dealers because they have an 
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these aids but in varying degrees. The specialist may call for a guar¬ 
antee that he won’t have to compete on price. A generalist may 
ask for margins to support extensive advertising. A discounter may 
need national “pull” through brand advertising and pricing flexi¬ 
bility. 

As the mix of distributors changes, a manufacturer is confronted 
with several strategic questions. Should he concentrate on the type 
of dealer or distributor networks accepted by and leading the indus¬ 
try, or should he try to enforce a change? Should he work only 
through franchised dealers, or should he start his own distribution 
centers? Should he promote margin protection (“fair trade”) or 
should he merely suggest retail prices and let the dealer decide what 
to charge? Should he design specific brands to serve selected mar¬ 
ket segments or different types of dealers? Should he go into pri¬ 
vate branding? 

Thus the composition of dealers and distributors affects how you 
price, promote, and label your product. These considerations in 
turn make an impact on your financial resources. 

Service 

Another industry variable is service. In some cases service is in¬ 
cluded in the original price or leasing charge. For instance, when 
you lease a copier, you obtain service as part of the lease. In others 
service is “unbundled” and must be paid for separately. 

The type of service that is built into an industry depends on 
several factors. One is the sophistication of the user and the com¬ 
plexity of the product. As I said earlier, television dealers ordinarily 
offered service with purchase when the market was in its youth. 
Another factor is competitors’ practices. If all participants provide 
service as part of the initial price and this price is relatively low, 
you must go along or get out of the business. 

A final factor revolves around whether purchasers can find alter¬ 
natives. If parts aren’t available or trained service people are in 
short supply, an industry will suffer and the market may fail to 
grow. Our television illustration demonstrates this last point vivid¬ 
ly. As more sets began to be sold by department stores and dis¬ 
counters than by specialty shops, a service crisis arose, for the 
general merchandisers sold on price and volume without service 
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ance on the basis of the ability, not to increase profits, but to cre¬ 
ate jobs or to handle stockholders’ equity instead of external debt. 

Cartels offer another example of divergent cultural standards, 
being acceptable in Europe but not in the United States. The same 
is true of payoffs, a common, legitimate practice in many parts of 
the world. Many Americans were shocked by revelations in 1975 
that American businessmen had used payoffs to close business deals 
in Middle Eastern countries. Those who condemn the use of pay¬ 
offs and similar tactics in those circumstances fail to recognize the 
reality that the values of a nation affect the conduct of business in 
that nation. As the old saying goes, “When in Rome, do as the 
Romans do,” and I might add, “or don’t go to Rome at all.” I am 
not suggesting here that American businessmen should not practice 
ethics, but that they should recognize that ethics are relative and 
that if they can’t adapt to the requirements of a given country’s 
businessmen, then that business may be unavailable to them. 

Suppliers 

In addition to its primary manufacturers or service companies, an 
industry comprises firms that supply major components and mater¬ 
ials to them. Key strategic questions arise from the nature, type, 
number, and long-term viability of the supplier companies. In nu¬ 
merous cases an entire industry has been forced to change because 
of a change in supply lines. At times multiple supply sources may 
be reduced to a single source. This may be the result of acquisi¬ 
tions or mergers, bankruptcies, or exits, or it may develop from 
monopolistic, collusive action on the suppliers’ part. 

The whole world was given a traumatic demonstration of how 
crippling a change in supplier relations can be when the Middle 
Eastern oil-producing nations forced the manufacturing nations to 
their knees through a unified boycott. This boycott has resulted 
in a global escalation of the prices of crude oil, refined petroleum, 
gasoline, and petroproducts such as plastics. The experience should 
have brought home the old lesson of the danger of relying on a small 
number of sources—and all the more on a sole source—for a vital 
material. I say “should” because I’m not sure it really has. After 
the boycott everyone relaxed and forgot about it. Moreover few 
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hospitals are traditionally regional in nature, and today most are 
generalized. Once they could be split according to ownership into 
private, religiously affiliated, and public institutions, but over time 
they have consolidated, and some have chosen to specialize. More¬ 
over, helped by the advent of Medicare, a new market segment has 
evolved—quasi-public hospital care of the aged. These changes can be 
charted as in Table 4-2, which shows the classifications and patient 
capacities of seven hospitals in a region. 


Table 4-2. Changes in classification and patient capacity of a region’s 
hospitals in a 20-year period. 



10 years ago 

Present 

10 years from now 

Private 




A 

150 

250 

300 

B 

200 



Public 




B 



450 

C 

500 

600 

650 

D 

1,000 

1,250 

1,300 

E 

750 

850 

1,000 

Religiously affiliated 




F 

350 

300 


G 

500 



Quasi-public 




B 


350 


F 



300 

G 


500 

500 

Total patient capacities 

3,450 

4,100 

4,500 


The size of the hospital industry in our hypothetical area has 
grown since a decade ago and is anticipated to grow in the future. 
Moreover the complexion of the competition will change dramati¬ 
cally. Suppose you are A. You are expanding, and you will be 
competing against only public and quasi-public institutions 10 years 
hence—in fact you expect to be the only private hospital left in the 
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duct that won’t require them to attend classes and permits them to 
make their own schedule and learn what suits their individual needs. 

Geographic penetration is also possible. Certainly we have seen 
state-owned schools move into new regions of the state and open 
branches. What is to prevent nationally known private colleges 
from moving into other states? And why shouldn’t they go inter¬ 
national? In fact some have, through cooperative agreements with 
overseas governments and universities. Further, if U.S. education 
institutions move into overseas markets, what is to prevent over¬ 
seas schools from moving into our home market? Again some have, 
through exchange programs that offer our students specialized 
work, particularly in foreign languages and culture, not obtainable 
in U.S. schools. As more corporations become multinational and 
language barriers decline, all these changes will make increasing 
sense. 

The point, let me repeat, is that strategic thinking is as relevant 
to nonprofit institutions as to businesses. The types of competi¬ 
tors are changing, and new institutional configurations are evolving. 
It is vitally important to look around and spot new competitors, 
since they will cause changes in how an institution provides its 
services and measures the results. Further, competition for the 
limited discretionary and investment dollar must not be forgotten. 
This is growing more and more acute on all levels of society. Money 
used for education is siphoned from medical care. There is only so 
much money available for charities. Government spending isn’t 
unlimited. The same is true of manpower. If the brightest of our 
young people become disenchanted with public service and refuse 
to enter it, then the quality of government will decline. 

To paraphrase the well-known IBM sign, if you wish to help your 
organization prosper or perhaps even survive, you must learn to 
think strategically about your competitors. 


APPLICATION TIME 

Take some time how to apply the process of industry assessment 
to your business situation. To help you in this, the key points are 
summarized in question form, as follows: 
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about potentially competitive products can be found by 
searching the U.S. Patent Office or foreign patent offices.) 

Other Forms of Competition 

1. Think about your industry’s and product’s ability to com¬ 
pete effectively for the consumers’ dollar and how this 
may be modified in the future. 

2. Identify the type of financial resources required, and eval¬ 
uate the ability of the industry to obtain capital and at 
what cost. 

3. Record the image your industry has and how this can 
impact on its ability to attract the quantity and quality of 
people it requires now and in the planning period. There 
is also a cost dimension to this aspect of competition, since 
people can be bought. 

Other Industry Characteristics 

1. Who are the trend setters? 

2. Will a new practice be introduced which will force you to 
follow? What is it and what is the likely cost of this 
change? 

3. Describe the current type of distribution prevalent in the 
industry. What changes do you anticipate? What about 
the mix of dealers? Will this mix change? 

4. How about the pre-and postsales service requirements: Is 
service bundled (that is, included in the purchase price) or 
unbundled? 

5. Are there any changes in the types of warranties or guar¬ 
antees? 

6. Describe the level of capacity utilization now and in the 
next five years. Does the industry anticipate demand and 
add capacity in advance of demand, or does it react and 
cause an oversupply situation? 

7. What type of people lead the industry? Do the behavior 
and values vary from segment to segment? 

8. List key suppliers, including type, size, and location. 

Are suppliers increasing or decreasing in number, or are 
they holding? What is the financial condition of key 
suppliers? 
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Competitive Scene 
Participants 
Types 

Number (Level of concentration) 
Size 

Location 

Exits 

New Competitors 
Other regions 
Related industries 
Customers 
Suppliers 

Horizontal integration 

Conglomerates 

Diversifiers 

Other forms of competition 
Functional substitution 
Innovators 
Discretionary dollars 
Investors' dollars 
Manpower 

Industry characteristics 
Trend setters 
Distribution 
Dealers 
Service 
Warranties 
Capacity 
Values 
Suppliers 

Financial characteristics 




COMPETITORS: "GETTING TO 
RHOW riLLC?) i^IBOUT THEM 


Have you ever heard of a successful coach who was merely content 
to know the names of the teams in his league, their standings, and 
their won/lost records? 

Of course not. A successful coach wants to understand how and 
why the opposing teams operate as they do. He wants to know 
their strengths and limitations and the array of game plans they 
utilize. He tries to anticipate changes in their strategies and tests 
his team against the game plan he thinks it will meet when it plays 
each opponent. He uses scouting reports in developing his own 
plans. 

Yet businessmen often fail to give more than a passing thought 
to competitive factors that may affect their own behavior and man¬ 
agement planning. If they recognize the need at all, they may go to 
the expense of obtaining competitor studies and then never use 
them to formulate and test their own strategy. Competitors are ^ 
vital elements of the environment and can change the opportunities 
and threats a company meets as well as enhance or inhibit its strat¬ 
egy and performance results. 

In this chapter I will outline the major ingredients of a sound 
competitor evaluation, suggest key questions to be answered, and 
specify some sources of information on competitors. The discus¬ 
sion will emphasize the need to make and track key assumptions 

concerning your principal competitors’ objectives and strategies. 
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Any company’s track record can be evaluated from many points 
of view. You can measure performance in absolute terms. You 
can count total dollars in sales, profits, or cash flow. Or you can 
focus on growth of sales, profits, or market share. Ratios such as 
return on investment, return on assets, and net income to sales are 
also commonly used as yardsticks. Measurements can also be rela¬ 
tive. For instance you can compare a participant’s achievement 
with that of the competition or the total industry. Each index 
provides a different perspective. Annually Fortune magazine pub¬ 
lishes statistics on the top 500 U.S. and 100 foreign companies. 
Forbes classifies firms by the industry in which they participate. 

This kind of information can give you some insights into how com¬ 
panies have performed. But to make it really useful, you must 
probe how each participant keeps its books and records its profits. 
Some companies stress earnings; others report their condition in 
such a way as to delay the payment of taxes; still others bookkeep 
to increase cash availability. 

These measurements are important because they may affect the 
company’s ability to procure financing and attract people as well 
as influence stockholders’ and investors’ satisfaction with current 
management. 

Of course it is always important to remember that rarely does 
an organization show success by all measures. An aggressive strat¬ 
egy will normally mean a decline in profits and perhaps an increase 
in debt. The key to assessing performance is how a competitor’s 
managers, investors, and stockholders measure the firm. In this re¬ 
gard you should see whether these measures are in concert or at 
odds with each other. For example a manager may be striving for 
short-term profits, but the stockholders may be interested in the 
long term. At times managers may be satisfied simply with earning 
large salaries and showing a break-even performance. Thus you 
should try to find out how a competitor concern sets its objectives 
and what motivates it. 

You may retort, “That’s easy to say but difficult to do.” But it 
may not be. It is instructive—and fascinating—to see how chief 
executives broadcast their objectives and measurements. The rea¬ 
son they do this is that businessmen, like most people, need recog¬ 
nition and obtain a great deal of satisfaction from telling others 
how well they have done and plan to do. By studying their speeches, 
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egy and whether the opportunities of the future match the com¬ 
petitor’s capacities. 

An example may clarify these points. Let’s suppose you are a 
manufacturer of lawn products. One of your major competitors, 
Company X, has been following the strategy outlined below. It is 
a single-industry firm, focused on the domestic market, and is en¬ 
trepreneurial (family owned). 

Investment Strategy: Heavy investment to grow share. 

Management Strategy: Marketing centered. 

Operating Strategy: 

Conceive!design: The company has improved existing prod¬ 
ucts to make lawn care easier and more efficient. Its main 
development thrust has been to redesign and package com¬ 
modities to demand a premium price. 

Produce: The firm has small regional plants and maintains 
tight quality control but slight inventory control. It has 
added capacity in advance of demand. 

Market: The company appeals directly to consumers and has 
fostered an image of high quality and willingness to stand 
behind its products. It engages in considerable national 
advertising to build brand consciousness. It sells only 
through franchised lawn-care and gardening dealers, refus¬ 
ing to distribute through price-competition department 
stores or discount stores. It enforces “fair trade” prices, 
thus not permitting discounting or retailer initiated sales, 
though it has “factory authorized” sales to increase turn¬ 
over before and after peak seasons. 

Finance: Since production requires large cash outlays that are 
not available from receipts during preseason periods, the 
firm finances its operations through short-term loans. It 
does long-range financing through stock issues, which are 
made attractive by the high price/eamings ratio resulting 
from rapid sales and income. 

Manage: The company has a small managerial and supervisory 
staff and promotes internally. 

Obviously, Company X has a management strategy driven by 
marketing. Everything is aimed at keeping up its image as a high- 
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(1) conceive and design, or the technological abilities of the com¬ 
petitor; (2) produce, or the ability to meet customers’ needs by 
getting quality products and services to them on schedule; (3) mar¬ 
ket, or assets such as the sales force, distribution networks, and 
advertising staff as well as intangibles like image and customer ac¬ 
ceptance; (4) finance, or the ability to raise and manage capital 
and cash; and (5) manage, or the ability to direct and plan for the 
use of all the human and material resources in the business opera¬ 
tion. 

Conceive and Design 

The competitor’s ability to design, develop, and engineer his 
product or service is often crucial for business success, but it is dif¬ 
ficult to track, since creativity rarely conforms to a schedule. One 
of the key questions to ask is how and where this function is per¬ 
formed. Some companies buy or license ideas or patents. Others 
expend considerable internal effort on research and development. 
Sometimes a departmental engineering group accounts for a signif¬ 
icant portion if not the majority of innovations. Sometimes a 
single person takes a central role. In one company I studied, one 
man directed the organization into most of its growth areas; though 
not an inventor, he was the driving force behind numerous patent- 
able ideas and an invaluable ingredient in the firm’s success. An¬ 
other key question involves the extent and age of laboratories and 
equipment. 

In addition to the type, depth, and location of technical skills, 
it is important to obtain details on the competitor’s patent port¬ 
folio, assess its age, and determine how dependent on it the firm is. 
If you find that a few critical patents are largely responsible for the 
competitor’s success to date, hypothesize what it is likely to do 
when the patents run out and whether it is prepared for this event. 

Other issues concern the company’s licensing practices. Does it li¬ 
cense from others, and if so, how much does it rely on these inputs? 
Conversely does it license to others to generate revenue? Licensing 
may provide a market opening to you if you know that a competi¬ 
tor has an interesting patent portfolio and needs ready cash. 

There are several ratios you can calculate to determine the con¬ 
ception and design strength of another company. One is the invest- 
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An increasing number of companies have gone the sourcing or 
contracting route to be able to provide their products—that is, they 
have changed from producers to marketers. Observing the success 
of many Japanese companies in the United States, many long-estab¬ 
lished radio and sound-system manufacturers decided that they 
couldn’t compete and began to buy products from the Far East and 
Japan to brand as their own. Some firms have entered the market 
without any production capability. They merely specified the de¬ 
sign and engineering of their product, set up buying offices over¬ 
seas, and established a strong marketing organization. This practice 
might spread farther than it has beyond the consumer area. It is 
important to identify who the competitor’s suppliers are and how 
able they are to provide quality products in sufficient quantities 
and on time. 

If the competitor does his manufacturing himself, where, what 
size, and how modem is his plant? Is he well located to bring in 
raw materials and components? Is he near the market, or does it 
take time to transport finished or semifinished goods to buyers? 

In the last few years, the logistics of getting shipments from sup¬ 
pliers or to customers has become a serious problem. Many com¬ 
panies have discovered that any savings they have effected have 
been eroded by the increase in transportation costs, to say nothing 
of the added expense due to extra insurance coverage and the ex¬ 
panded inventories necessary to keep incoming pipelines full and 
outgoing loads worth the freight. 

Has the competitor focused on reducing labor costs? Has he 
adopted automated processes and modem methods? Is he union¬ 
ized? The answers to these questions give you some idea of how 
progressive he is as well as how flexible he might become. If he is 
locked into expensive facilities and automated approaches or if he 
has a militant union, he may not be able to move with the industry. 
He may be forced to keep on manufacturing products that have lost 
their appeal or to stay with high-cost methods and locations. Knowing 
the type of pension and lack of work obligations of the competitor 
may also provide insight into his flexibility. Some companies have 
such a high pension or unemployment liability that it is too expensive 
to exit a product or business, and thus such companies may have to 
remain in a marginally profitable, or even unprofitable, situation. 
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experience with customers’ financial problems. Turnover is a useful 
indicator of training and dedication. It is important to determine 
whether the sales force meets customer needs and expectations. 

Distribution and dealer networks can greatly influence a com¬ 
petitor’s strategic decisions. In fact I have seen companies show 
more concern for the protection and enhancement of the distribu¬ 
tor than for the satisfaction of the ultimate user. The reason is that 
these companies have spent years cultivating their dealers to get 
loyalty and easy repeat business from them, and don’t want any¬ 
thing to change this. Obviously the customer does decide how and 
where he buys and sometimes helps create new channels. 

As discussed in Chapter 4, an organization may distribute through 
company-owned dealers, franchised dealers, agents, or independents; 
general merchandisers or discounters; or any combination of these. 

A firm may use only company-owned centers in an effort to control 
its distribution or to reduce the number of distribution competitors. 
Franchises and agency agreements have proved to be very effective 
as long as the franchises don’t lose ground to other channels. When 
discounters appeared on the scene, they penetrated markets served 
by small franchised dealers, and in time the sales of some firms’ 
products went overwhelmingly to them. This presented a dilemma 
to other companies with tightly controlled, often price-protected 
franchises. The issue arose of whether to switch, hold to their prac¬ 
tices, or compromise. How this issue was resolved offered new op¬ 
portunities or threats. 

How about market research and planning? Some competitors 
concentrate on these areas, some don’t. Some companies give the 
impression that they are committed to the task but in reality do 
very little. Of course this type of research isn’t equal to strategy, 
but it can orient marketing practices very effectively. General 
Foods has earned a reputation over the years of being able to antic¬ 
ipate demand and consumer preferences. It has developed new 
products, created new brands, and increased sales. It is also inter¬ 
esting that General Foods has had trouble developing and packaging 
a successful chain in the fast foods market to compete successfully 
against McDonald’s and other fast foods chains. 

Consider your competitor’s service and sales policies. Does he 
provide before- and after-sale service? How does he back the quality? 
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to each expenditure and also to evaluate what would happen if the 
expenditure were increased or decreased. Knowledge of competi¬ 
tors’ ratios and expenditures may enable you to project the earn¬ 
ings impact of changes in expenditure or shifts in strategy emphasis. 
One model with which I am familiar, the PIMS (Profit Impact of 
Market Strategy), is described in the Harvard Business Review, and 
copies are available to subscribing companies. * 

Where to look. Marketing information can be obtained from 
several sources. Your own marketing and sales divisions have knowl¬ 
edge of the size, type, and skills of the competitor’s. They can help 
you reconstruct his marketing emphasis and approach. Your cus¬ 
tomers can provide considerable insight into his pricing policies 
and before- and after-sales services. Obtaining information from 
this source requires sharp questioning and attentive listening. 

Advertising literature communicates what the competitor con¬ 
siders important and how he focuses his marketing thrust. Industry 
shows and exhibits, combined with annual reports and industry as¬ 
sociation data, will highlight the products that are being pushed and 
enable you to compare your marketing expenditures against the 
competitor’s. Also look for quotes from the competitor’s managers 
in industry and general business literature. 

Normally none of these sources is conclusive by itself, but taken 
together, they enable you to draw some conclusions to track and 
build on. 

Finance 

Knowing how a competitor finances his company has vast stra¬ 
tegic implications. His ability in this area affects his other resources 
and the extent to which he will be able to grow. 

Some companies are very successful, as we pointed out before, 
in using some products to fund others. Does your competitor have 
this type of portfolio? Does he have more cash absorbers than gen¬ 
erators? Which products are his cash suppliers, and do you have any 
that can be used to erode his base? 

The use of accounting practices to provide cash or inflate earn¬ 
ings figures has long been a very popular tactic. By switching from 

*S. Schoeffler, R. D. Buzzell, and D. F. Heaney, “The Impact of Strategic Planning 
on Profit Performance,” Harvard Business Review, March-April 1974. 
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This indicates how much the cost of servicing debt is covered by 
net income. If the turnover is rapidly declining, it may signal prob¬ 
lems ahead. I think this information is particularly important at 
times when interest rates are rising fast, especially regarding com¬ 
petitors who are highly leveraged and rely on debt just to survive. 

Several other ratios provide insight into the competitor’s finan¬ 
cial well-being. For instance how much inventory does he have on 
hand? You can translate this into an inventory turnover number 
by calculating 


Net sales 

Average inventory 

How many days of receivables does he have? This is determined by 
the formula 


Accounts receivable 
Sales per day 

Financial measures such as the ones I have described are useful 
only if they are compared with the industry averages. Is 100 days 
of receivables standard or atypical? What is the average inventory 
turnover? Is the entire industry highly leveraged or only the com¬ 
petitor you are analyzing? Any measurement has to be set against 
a yardstick comprising a whole. An inch of rain is a shower in some 
parts of the world but a flood in others. A doctor can’t intelligently 
evaluate a blood-pressure reading or pulse rate unless he knows the 
patient’s age and weight. The same is true of financial ratios. In 
some industries 50 percent debt is unusually low while in others it 
is highly risky and a sign of potential disaster. In organizations I 
have studied, less than 60 days of receivables means that the com¬ 
pany is in danger of losing business since this credit term is the 
standard for customers in its market. 

Companies that obtain funds from stock issues can be assessed 
by their price/earnings ratio. A high P/E ratio normally reflects 
growth shares, but the stock market is fickle and the ratios may 
change very quickly. An excellent example of an abrupt change 
can be found in the history of conglomerates. In the late 1960s 
these companies enjoyed ratios of profits 20 to 40 times earnings; 
in 1973 they were averaging between 5 and 8. The decline has 



98 / Putting It All Together 

retain mMager^n^hire ^ t0 aUraCt equity funds but also to 
these fin„ s Ln^dexZT The reason is that many of 

tractive stock options. As th & ° ] ° m them b y offering them at- 
for these managers to see theiY ** ° C ^ ** WaS bigbIy demoralizing 
Where to look ExceZ fo f P3p f ™ Uio ™ «o down in flame, 
information on firms 1 T‘T? Y ° Wned com Panies, financial 
lyzed from annual reports renr^t* public record and can be ana- 
with the Securities and ExZff! WVeSt0rS ’ 8nd documents ** 
mation isn’t available in the de g +u ™ missi0n - At times the infor- 
easy, but by using several so Pth ° T f0rm that raakes the analysis 
necessary f or determining to the ** 

Manage 

with 0 * d0 p ° 0 ^ -« ~~ 

ment talent. In business as in u ,! dlfference lies m their manage- 

good players and good coaching^m^e f 3 COmbination of 
Assessing the comnetitnr’ 8 ° make a w mmng team. 

tteirperfoma " ce 

valuable. Th e spe ed of decision 001 "? etlt ° r S decisions and how is 
between success and failure SpdI the difference 

Pany that is large or diversified ^ th ° nty 18 cen tralized in a corn- 
slow. 8 diversified, the process may be complex and 

The type of consulting service used u , 
changes m the competitor’s behavior p y bC 3 key t0 antici Patmg 
an mdividual or a firm seems tnl COnsultant , whether 

know your competitor has hired ^ & ^ avor * te theory, and if you 
to figure out what hi wSfdo ne Xt Of ^ ^ ft may be easy 
out whether your competitor’s mn ’ ° f C ° UrSe lfs “nP orta nt to find 
listens and then acts the way it want^Tf 6 ?* takes adv i ce or merely 
. Knowing the values of the kev mT* ° “ ^ flrSt place ' 
insight. There are companies led £ 1? C3n provide c ^sidemble 
who will do anything to win There th , ess 30(1 unethical people 

look beyond profit and desire to m i 3180 01056 whose executives 

desire to make a social contribution. This 


Competitors: “Getting To Know AI1(?) About Them” / 99 


may have a lot to do with the personal wealth and ambitions of the 
company head. Managerial values also vary from culture to culture, 
which should be kept in mind regarding a competitor with a foreign 
base of operations or foreign origins. 

Succession policies can also affect a rival’s future and strategy. 
Knowing whether the company tends to promote from within or to 
reach outside will help you predict the extent and type of change. 
Inbreeding has its advantages and disadvantages. If a company has 
ignored a need to train and develop its manager, this may mean that 
it has traded its ultimate future for a short-term gain. 

How are managers rewarded and punished? This question can 
affect a competitor’s planning and future options. If the company 
rewards its executives for high return on investment, this will evoke 
different behavior from an emphasis on sales growth. If a company 
is risk-oriented, its managers will be aiming at different opportuni¬ 
ties from those pursued by the risk-avoiding firm. Every business 
leader subscribes to a particular hierarchy of measures, and he will 
usually tell the world what it is in his speeches and published in¬ 
terviews. 

Finally, you should check to see whether the competitor’s ac¬ 
tions and his management measurement system are consistent and 
reinforce each other or whether one negates the other. If you spot 
an inconsistency, this may provide a competitive advantage to you. 

SOME SPECIAL CASES 

The analysis I have presented pertains to all types of competitors, 
but for the multi-industry or foreign rival, you may wish to add 
several other elements. 

A basic fact about the multi-industry competitor is that he has 
to balance his business portfolio. He may be using the organiza¬ 
tion that competes against you to generate cash for other growth 
opportunities. His commitment for the long term to the industries 
he participates in may vary in degree. This will affect his willing¬ 
ness to invest or to sustain losses in yours. If he is counting on it 
for main growth, he may be highly committed and refuse to be 
intimidated. In short, try to discover how dedicated he is to your 
industry and markets. 
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Identification 


Who are your current key competitors? Which of them has 

the greatest effect on you or the segments in which you par¬ 
ticipate? 

Evaluation (for each key competitor) 

1. Record past results—his sales, profits, growth, share. Is he 
satisfied with his performance? 

2. Reconstruct his past strategy, including: 

(a) Investment, management strategies. 

(b) Operating strategies (conceive/design, produce, market, 
finance, manage). 

3. Identify his current and future resources. (The checklist is 
a good reference.) 

4. Note his areas of strength and limitation in each of the key 
resource areas. 

Implications 

Ask, So what? Does the competitor’s performance, strategy, 
resources, or strengths and limitations provide any opportun- 
ities or threats to your company? 


It is important to record your thoughts and note key character¬ 
istics of customers since these will be used later when you deter¬ 
mine your management and operating strategies 

If you wish to refresh your understanding of financial analysis, 
^ f e numerou s reliable texts and handbooks you might con- 
sult. See for example: Robert N. Anthony and Robert H. Her- 
manson, Management Accounting, Homewood, Ill., Learning Sys¬ 
tems Company, 1970; David E. Hawkins, Financial Reporting 
Rmchces of Corporations, Dow Jones-Irwin, Inc., 1972; and Erich 

^ echn T es °f F ^ancial Analysis, Homewood, Ill., 
Richard D. Irwin, Inc., 1974. 




6 

know yourseie 

RESOURCE m LYSIS 


The first five chapters have probed your external world and set up 
procedures for assessing what may happen in it, who may make 
moves that influence your business, and how you can handle the 
resulting opportunities and threats. But to be in a sound strategic 
position and to develop effective strategic alternatives, you must 
analyze your organization’s own abilities. From this stage of the 
process, you will come to know yourself 

The sequence is the same as recommended repeatedly before. 
First, you will describe what you have been in the past, what you are 
now, and what you think you will be in the future. Based on your 
assessment of the future, you will ask, “So what?” and record both 
present and projected major assets and liabilities. I use these terms 
rather than “strengths” and “limitations” to emphasize the relativ¬ 
ity of these concepts. You must view yourself in three contexts: 

■ Compare your resources with those of others aiming at the 
same target 

■ Weigh them against the requirements of the specific oppor¬ 
tunity or threat you are or will be pursuing. 

■ Assess them in the light of the elements of strategy already 
suggested by your customer and competitor analyses. 

The relativity of your assets and liabilities must always be kept 
in mind as you evaluate yourself. Quite often managers start out 
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But regardless of its criticalness, you should inventory what you can 
and cannot do. This inventory should cover your basic, applied, 
and advanced research strengths and your engineering function. 

Basic research attempts to advance the state of the art or devel¬ 
op new insights into existing theory or practice. This is science as 
distinct from engineering. Most companies are weak in basic re¬ 
search, since it is expensive and is often considered economically 
unrewarding. Until World War II few major industrial companies 
were skilled in basic research; the two that most easily come to 
mind are Bell Telephone Laboratories and General Electric’s Re¬ 
search and Development Labs. Since the war, many other orga¬ 
nizations have been formed to take advantage of the vast research 
funds available especially from the federal government. Among 
these are nonprofit institutes and university centers that provide 
public access to their findings. Therefore, when you evaluate your 
basic research capabilities, also think about taking advantage of 
data that are in the public domain and available to you from inde¬ 
pendent bodies. 

Applied research moves concept and theory to demonstration. 

It may take up basic research done by others or by you for other 
purposes. An excellent example is the application of semiconduc¬ 
tor or integrated circuit technology to products other than those 
originally incorporating it 

Advanced engineering is the next step in a product’s evolution. 

It moves a prototype from its laboratory environment to the fac¬ 
tory in order to show that it is technologically possible to make. 
Design engineering translates the item into quantity-produced 
goods. It varies in complexity from one industry to another, and 
in some cases it consists in merely replicating the designs of others 
in a legal and ethical manner. 

In each area you need to inventory the types and degrees of 
skills and talents as well as the facilities you have or will acquire. 
Since it is rare to find the same level of competence across the 
board, you should evaluate where you are strong, where you are 
weak, and where you have no ability at all. It isn’t unusual to find 
a company with an impressive list of patents but a dismal track rec¬ 
ord in execution. It is also important to identify the most produc¬ 
tive R&D people. Are there only one or two who have turned out 
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Figure 6-1 Matrix for technical evaluation. 
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Costs. Materials costs are a large part of the price of manufac¬ 
turing any product and must be held in line especially in a time of 
inflation. Thus your production evaluation will include how well 
your purchasing agents negotiate in various supply areas—with both 
U.S. and foreign producers, both direct sellers and commodity mer¬ 
chants, and so on. Their skills should not be measured on grounds 
of materials costs alone, since availability and quality are also vital 
to successful functioning. In addition you should assess how well 
your organization can substitute other, less expensive or perhaps 
more plentiful materials if the need arises. 

Labor costs are another focus of evaluation. These include the 
costs of hiring, training, and retaining workers as well as paying 
them. Production workers earn less per hour in some parts of the 
world than in others, but the training and retaining expenditures 
may far outweigh the wage savings. 

The costs of inventories of supplies and in-process and finished 
goods should be reviewed. Is your staff skilled in systematizing in¬ 
ventories and keeping the proper levels? These costs are particu¬ 
larly important when financing is expensive and it may pay to 
increase stocks as a hedge against inflation. Are your inventory 
methods responsive to changes? 

Productivity. The types and age of your equipment bear heavily 
on your productivity. Are you highly automated? Can your ma¬ 
chinery be adapted to change, or is it locked into using specific 
materials or processes? What is the cost of capital to expand your 
capacity? Is your manufacturing engineering organization skilled 
in process design, work measurements, and tooling? 

Another area of productivity, one often overlooked, is the ability 
of your foremen, supervisors, and managers to motivate the work¬ 
force and keep your productivity high. Many managers think that 
adding labor-saving equipment does the job, but it also takes a con¬ 
tinuous effort to assure that the worker feels he is part of the 
team. 

What kind of labor organization do you face? Whether the union 
you deal with takes a militant stance or tries to be cooperative can 
make a large difference in productivity. 

Capacity /readiness to serve. The degree of capacity utilization 
helps determine your ability to meet customers’ demands. If you 
are already operating at 90 to 95 percent of capacity, you can t 
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add much more without increasing fixed costs. What is the optimum 
level of capacity utilization? It may be 95 percent in some busi¬ 
nesses but only 85 percent in others. When a plant is working be¬ 
yond its optimum capacity, it will usually find itself paying a pre¬ 
mium for the extra output. Incidentally this situation can result 
trom ignoring maintenance or pushing the workers to the point 
where they strike or slow down just to get a rest. 

Other factors that affect your ability to serve are the type of 
suppliers and the degree of integration you have. If you rely on 
istant suppliers (in such places as Taiwan, Singapore, and Korea), 
the time necessary to obtain supplies can inhibit your ability to re- 
spond to increased demand. If you have a large contributed value 
an a ig degree of integration, you may be in a good position to 
add capacity but be less able to reduce it. On the other hand, the 
ower your degree of integration, the less you may be able to insu- 
late yourself from sudden cost increases. 

Your ability to produce should be studied on the three time 
dimensions of the past, present, and future, and you should not 
merely extrapolate the future from the present, much less from 
e pas . o ay s low-cost supplier or low-wage country may not 
remain so in the future. Witness the effect of devaluations and re¬ 
valuations on the Germans and Japanese. The cost of ocean ship¬ 
ment has risen. So don’t become complacent and think that the 
position you are m now will continue forever. 

Ability to Market 
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groups, shows you where you fit in industry sales as a whole and 
relative to your rivals. Do you have a particular marketing sector 
targeted, or do you try to serve all types of buyers equally? How 
have your marketing people chosen the segments they emphasize? 
This series of questions helps indicate the level of sophistication 
and planning in your marketing operation. I have been amazed at 
the lack of planning that many marketing managers demonstrate. 
Their thinking seems to stop when the orders are received. 

Sales force. Describing the innovative capabilities in a firm s re¬ 
search and engineering functions, I pointed out that a few people 
may account for the majority of new concepts, patents, and copy 
rights. The same is likely to be true of your sales force. Many 
businesses find that perhaps 80 percent of their orders are accounted 
for by 20 percent of their customers and that these are being served 
by only a few salesmen. Do you have other dynamic people coming 
into the stream if and when those key men leave? 

Distributors. Have you relied on a few independents to carry the 
load? What is the likelihood of their continuing their relationship 
with you in the future? Are they capable of withstanding changes m 
the sales and competition mix? Do they have adequate staff, or are 
they one- or two-man shows that will die when the principals retire. 
An outline of the location and size by sales volume of distributors, 
set up as in Table 6-1, will help you assess the solidity of your pres¬ 
ent distribution network. A companion table projecting figures 
for, say, five years hence will indicate regions where weaknesses 
may develop. 


Table 6-1. Your present distribution pattern. 


Location of 
Distributors 


Size , by Units Sold 
0-100 100-250 250-700 


700-1000 


East 


West 

North 


South 
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Your ability to control costs, fixed and variable, direct and in¬ 
direct In addition how well have you been estimating future ex¬ 
penses and anticipating cost trends? 

Your ability to finance sales at the lowest possible level. This 
means reining in credit lines and controlling accounts receivable. 
Review your dating program and days outstanding. 

Your ability to minimize taxes. Check that you are paying only 
what is required and that your tax-related accounting practices are 
in tune with the law and provide you with the highest possible cash 
flow and operating income. 

Your ability to anticipate changes in monetary rates on a world¬ 
wide basis. This will enable you to use deposits in overseas banks 
to buy and sell foreign currency advantageously. 

As I have said before, it is important for every organization to 
know where it stands and what it is doing in terms of financing its 
operations. Financing is both absolute and relative. It is absolute 
in that if you can’t pay your bills or borrow to do so, the game is 
over and bankruptcy will result. It is relative in that when your 
financial resources are poorer than those of other participants in 
your industry, you are at a competitive disadvantage. 

Ability to Manage 

Many executives lose sight of the need to analyze their own and 
their management team’s abilities. They may keep close tabs on 
the engineering, marketing, and financial capacities of the business 
but forget that many resource-rich companies have failed because 
of managerial ineptness. What you are interested in here are the 
qualitative aspects of your managers (yourself included), not mere¬ 
ly their names, ranks, backgrounds, and number. 

Values and objectives. Some companies have set high standards 
of ethical behavior and find it difficult to compete in industries 
whose value structure is less demanding. Then too there are man¬ 
agers who place their own career objectives significantly above the 
welfare of the company. Every person puts personal concerns be¬ 
fore organization goals to some degree, and I think this is healthy 
and normal. But the type I’m referring to takes self-interest well 
beyond acceptable limits and will do anything to make a splash 
with little or no regard for the consequences. If a management 
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you interested in attracting bright young people to develop and 
promote for a life-time career, or are you considered to be a hire- 
fire company? 

Management assessment is difficult if not impossible for mana¬ 
gers to do themselves and usually requires outside consultants. The 
services of an industrial psychologist may be fruitful. In using this 
type of evaluation professional, you should check out his creden¬ 
tials to make sure he understands the dynamics of business organi¬ 
zations. It is even better if he has experience in your industry. 

Such a background will equip him to provide realistic comparative 
assessments rather than merely describing your resources in terms 
of some general theoretical model. 


LET'S TAKE AN EXAMPLE 

Let me pause for a few minutes to illustrate how to apply the 
resource analysis approaches I have been discussing. Suppose we 
are top executives doing this analysis for our firm. Data Processing 
Corporation (DPC), which provides services to city and state gov¬ 
ernments. Our hypothetical company has been in business for 20 
years. 

Ability to Conceive/Design 

DPC has no research ability or need, for both basic and applied 
research are performed by the hardware producers and not soft¬ 
ware firms such as ours. The languages used by the computers are 
developed mainly by the manufacturers of the machinery. More 
than 80 percent of DPC’s work entails the use of IBM equipment. 

Basic engineering is limited. DPC has three systems analysts who 
keep abreast of the state of the art and track what is happening in 
the hardware companies. Dick Wilson is the senior member of this 
team and has done most of this surveillance over the past 10 years. 
We assume he will stay with us for the 10 years remaining before 
he reaches retirement age. 

Design engineering is the heart of our company. The department 
contains a 50-member staff whose job it is to develop the master 
programs. Most are customized to suit the needs of the client 
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Among our production pluses, therefore, is the staff, well edu¬ 
cated and ranking high in math aptitude. However, as seen by some 
of our executives, that same staff might be considered a liability, 
containing as it does such a large percentage of women. In the judg¬ 
ment of those managers the turnover rate for women employees is 
higher than for men and may contribute to the relatively low service 
level. On the other hand, this attitude may be rigorously challenged 
by women's liberation groups as being bias, pure and simple. Of 
course to arrive at a useful, objective conclusion about turnover 
rates, we will have to compare the statistics for the men and women 
in our workforce to see whose turnover is greater and why. Further 
we must remember that even if the charge against women employees 
can be substantiated, the data may change in the future as women 
become more liberated. In any event, we should be constantly 
aware that in the asset and liability area we are often dealing with 
judgments, and these will vary from one individual to another. The 
same factor or piece of data could find itself on either side of the 
ledger depending on the opinions and biases of the evaluator. 

That data we’ve been working with here are limited and subjec¬ 
tive, of course, and we can’t determine whether our assumptions 
about our strengths and limitations are correct until we see how 
we compare in education level, turnover rate, and other findings 
with our direct competitors and industry participants as a whole. 

We may find that in most programming companies the average ed¬ 
ucation level of production people is higher. But we have isolated 
some critical characteristics and will compare them with the indus¬ 
try and our competition later. 

Ability to Market 

Again, marketing a service is different from marketing a product. 
For example, at DPC we have no formal sales force; in fact, selling 
is done by us the management and by our key programmers. We 
have neither market research personnel nor promotional expertise, 
relying instead on the quality of our output as the means of con¬ 
tinuing sales. Our marketing approach consists of personal selling 
to a few key accounts in the public sector and guaranteeing custo¬ 
mer satisfaction by redoing work or customizing to his specifications. 
This approach has brought us premium prices and also advance or 
progress payments. 
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Ability to Manage 

DPC’s management resources have to some extent already been 
discussed, both directly and indirectly. For instance, it was indi¬ 
cated that management is the prime sales force, and that DPC is 
an efficient, cost-controlled organization. But there is, of course, 
more to say: 

Our organization is operated on a top-down basis, and Dan Mc¬ 
Gregor, our president, is the focal point. Dan developed the com¬ 
pany himself, starting it as a one-man programmer operation. 
Though 62, he has no intention of retiring. We have two other 
members of top management, both vice presidents. Both men are 
young (38 and 42) and have been in the industry for over 15 years. 
The older of the two, Tom Hockmeyer, is our financial veep. Tom 
has excellent banking connections; it was he who negotiated the 
line of credit at those favorable interest rates. 

Salaries are 10 percent above the industry average, and our prof¬ 
it sharing plan accounts for 10 to 15 percent of the total com¬ 
pensation. We have hospital benefits and an unfunded pension 
plan. The organization is dynamic. We purchase all legal and audit¬ 
ing services. 

Dan McGregor is both an asset and a liability. He represents our 
company’s past and present, and is still calling the shots for the 
future. The two vice presidents appear to be assets, but we must 
consider the possibility of their leaving the company. Our depend¬ 
ence on a few key men, the existence of a clouded line of succes¬ 
sion, along with a compensation system based on profit sharing 
are real or potential problems. There is no question that our growth 
is limited by the management characteristics of the company. 

The DPC illustration was intended to highlight the need to eval¬ 
uate yourself in order to arrive at key conclusions. However, since 
objectivity is vital but very difficult to achieve, you may find it 
necessary to obtain the services of a professional consulting orga¬ 
nization. 


SELF-ASSESSMENT IN NONPROFIT ORGANIZATIONS 

Resource analysis is equally critical for the nonprofit institution 
and follows the same sequence. All nonprofit organizations have 
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The type of leadership an institution has affects its present con¬ 
dition and its ability to respond to change. Some colleges have 
highly respected academicians at their head. They build a school’s 
reputation but may make business errors. Some institutions are 
led by first-rate promoters or marketing-oriented people, but they 
may be a liability in building a sound professional reputation for 
the organization or increasing its professional excellence. Like any 
other resource, the management of endeavors such as these can 
have various combinations of positive and negative characteristics. 

Thus you can see that with slight modifications the key ques¬ 
tions proposed for profit-making businesses can help identify the 
nonprofit organization’s assets and liabilities. 


APPLICATION TIME 

Now it is time to do the job of describing your resources and 
determining your pluses and minuses. The chapter has provided 
you with a broad sample of questions to ask about all your 
ability areas. Let me remind you that though all the questions 
(and others they may suggest) should be asked, they are not all 
of equal weight in themselves or in relation to every type of busi¬ 
ness. Some may be glossed over quickly; others may require more 
study than you can give them now. When you have completed 
your analysis, you will have: 

■ A listing of your resources themselves and your main assump¬ 
tions about how they will look in the future. 

■ A listing of assets, or positive features that provide competi¬ 
tive leverage if properly utilized. 

■ A listing of liabilities, or negative factors that need to be 
corrected or counterbalanced depending on the strategy you 

select. 

\ 

■ A listing of problem areas that should be improved regardless 
of the stragegy you choose. 


The checklist for this chapter sets out in abbreviated form the 
points to cover in your appraisal of your resources. 


Summary of Resource Analysis 
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A fOUR-DINGMSIOM QVQMY: 

SQC1€TV, GOONPOT, TH€ 
GCOhONV, AW TECHNOLOGY 


Once upon a time a businessman could formulate his strategy by 
considering his customers, his competitors, and his market in par¬ 
ticular and industry in general. The world was simple, and it wasn’t 
changing that rapidly. But for the past three decades, the world 
hasn’t been that simple. Now we find many strategic issues ema¬ 
nating from areas that were once reserved for the attention of aca¬ 
demicians and theorists. In this chapter I will review how society, 
government, the economy, and technology impinge on your cus¬ 
tomers, competitors, market, and industry, and I will discuss how 
these forces result in changes that open up new opportunities and 
threats for organizations. 


SOCIETAL CONCERNS 

Society, or if you prefer, the public, has caused significant changes 
in what customers expect of the products and services they purchase. 
We now find countless sorts of groups urging people to demand prod¬ 
ucts that are safer, last longer, have fewer defects, and cost less. 
Groups have appointed themselves judges of products and rank them 
in terms of performance and quality. This has had a significant im- 
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pact on methods of competition. Companies have gone to consid¬ 
erable lengths to change products in order to enhance their ratings. 
Entrrel y new distribution channels have evolved from these changes. 

here have been other effects as well. Many groups have been 

orme o protect the public from pollution and preserve natural 
resources from waste or misuse. These efforts have resulted in new 
and more restrictive legislation and more stringent enforcement of 
ejos mg aws, which in turn has affected the economics of doing 
business The list is staggering and has hit all industries. Electric 
utilities have been delayed in putting nuclear plants on line; in fact 
some have canceled their plans for these entirely. Steel companies 
o er metal producing firms have been forced to add pollution 
control devices or to convert processes. Paper suppliers have been 
e erre rom using public forests. The whole agricultural industry 

was forced to stop using DDT because it was found to be unsafe 
lor wildlife. 

r,w 1 p n ff r + Can com P anies dum P wastes at will into streams and 
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st 6 ’ Noise leveIs must be kept down to a stipulated level. Legal 
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and rfnti 1 , f “ anagerS have been held Personally responsible 
andput m jail for their company’s noncompliance. 
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be Wee , n and now is that the time lag between 
erbal attacks and legislation has contracted. Today it may take 

previously 0 " SomT^ f % Change to occur rat her than 20 or 25 as 
previously. Sometimes politicians try to anticipate the next public 

concern and run to lead the effort, which shortens the time span 
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The key to staying abreast of societal trends is to develop the 
practices of reading and listening to those with their fingers on the 
public pulse. Then ask, “How might this new issue affect my cus-^ 
tomers, my competitors, my market, and my industry as a whole? 
This demands objectivity. You should resist the temptation to 
shrug the issue off as “ridiculous.” Sound strategic thinking in¬ 
cludes anticipating changes and working to harness them for the 
benefit of your organization. 


GOVERNMENT ACTION 

Business history documents that the attitude that prevailed until 
recently in the American economic sector was, “Government has 
no right to intrude into industry.” And yet like death and taxes, 
it has become a presence in every company’s life. It has laid down 
guidelines, regulations, and laws that pervade every aspect of busi¬ 
ness operations. The list is far too extensive and complex to re¬ 
cord in any detail, but let’s look at some of the things that have 
taken place in the last decade. 

Environmental Legislation and Regulation 

I just described some of the legislation generated by the pressure 
of environmentalist groups. Laws and regulations dealing with the 
use and abuse of water, air, and land cover how these resources can 
be used, who can use them, how they must be protected, and how 
they must be replenished. There are laws at all levels of govern¬ 
ment-federal, state, city, county, and town. How have these af¬ 
fected where you can locate your plants and how you can operate 
them? 

People-Related Actions 

There has also been a continuing effort to protect the worker 
through legislation on occupational health and safety. More wide- 
reaching has been the renewed emphasis on equal rights. Originally 
aimed at increasing employment opportunities for ethnic minority 
groups, government concern has spread to sex (including the homo¬ 
sexual) and age. There have been laws and statutes dealing with 
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wages and salaries and with the rights of workers to join or not join 
unions and their opportunities to organize and negotiate. Recently 
an awareness has grown of the problems of workers obtaining pen¬ 
sions, and shortly there will be federal enforcement of standard 
pension rights and obligations. All these have an effect on how you 
and your customers, competitors, and suppliers do business and 
have significantly increased the cost of operations. Some Ameri¬ 
cans think that we alone face such controls, but studies of the situ¬ 
ation in other countries show differences in degree, not kind. The 
concern for improving the quality of life is international. 

Product-Related Actions 

Regulations dealing with product safety abound. The cigarette 
industry must now include a message on packages and in advertis¬ 
ing telling the public that its product is injurious to health and can 
result in death. It has been prohibited from advertising on televi- 
sion-an action that was considered impossible only 10 years ago. 
New laws are being introduced in Congress dealing with product 
obsolescence. Manufacturers will be required to state how long 
the product is expected to operate. There will be programs to 
bring about more standardization in warranties. At one time auto¬ 
mobile dealers had the option of withholding information on the 
retail price of cars, which gave them the opportunity of implying 
mat their price was a real bargain. Truth-in-advertising and truth- 
m-lending requirements are other examples of how the government 
is changing the old adage “Let the buyer beware” to “Let the seller 


Profits 

Profits have come under greater government control and scrutiny. 
Even during the Nixon administration, businessmen were confronted 
f ^ t e n ir n S a U c rpnSej W + lth pnce and wa § e controls. No longer were they 

ine with tn,,? C ° the consumer without approval. Laws deal- 
’ T g6rS ’ 311(1 Place and form of product sale have 
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force the conglomerate to reveal when it is funding its growth by 
milking one operation to nurture another. There is also pressure 
to prevent companies from moving out of a high-cost labor area 
into a cheaper region. 

Exporting and importing is hedged around with a plethora of 
directives focused on encouraging the export of some products, 
keeping others at home, and protecting the domestic markets of 
still others. At times the government decides that it needs a more 
favorable balance of trade or payments, and so it sets incentives 
into motion. Some countries have extensive incentives for this 
purpose. 

Taxation impinges on every aspect of a company’s existence. All 
businessmen recognize the effect of sales and income taxes. Taxa¬ 
tion is often multiple. Profits may be subject to federal, state, and 
local levies or to both domestic and foreign collections. Some 
countries impose a value-added tax. When the government wishes 
to spur the economy, it encourages business to spend by granting 
investment tax credits. 

Regulatory Agencies 

On the federal level businesses are kept under surveillance by the 
FTC, the FCC, the FPC, and the rest of the watchdogs in the alpha¬ 
bet soup. What was once a humorous set of metaphors has come to 
have a serious impact. At times some companies are regulated and 
inhibited from participating while others are left freer to compete. 
Then there is the problem of jurisdiction-which agency has author¬ 
ity over a given firm, operation, or product? 

The list of regulatory bodies has grown enormously in recent 
decades. The increase in government involvement has forced com¬ 
panies to extend their staff functions to Washington, whether by 
opening offices there or by hiring consultant or information ser¬ 
vices, merely to track what is going on. More firms than ever be¬ 
fore are feeling that they must lobby. You may think that these 
are luxuries you can’t afford, things only the big guy can do. But^ 
staying abreast of matters vital to business survival is no luxury; it’s 
a necessity. 

You should also keep in mind that more than one government 
has a hand on your business. You can no longer track only what 
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projections of gross national product, inflation (the new buzz word 
is double-digit inflation), balance of payments, and so forth. Yet 
many businessmen don’t make use of these indexes. They read 
them and then go on worrying about and reacting to short-term 
developments. They don’t seem to try to relate the predictions to 
their operations. As a result economic trends can surprise them by 
overtaking their companies. Let’s review some of the ways that 
changes in the economy affect the manufacture and sale of prod¬ 
ucts and services, whether for profit or not. 

The multifaceted impact of inflation is a subject on everyone s 
mind. It has increased the price you must pay for materials and 
labor. It means that your profits may be inflated and not real and 
that replacement costs may not be covered by your depreciation 
figures, especially if you have used the straight-line method. The 
problem is compounded if you have overestimated the true life of 
your plant or equipment. Your inventory may also be affected, as 
may your competitor’s. 

But inflation isn’t the only economic fact of life you must track. 
Payments and trade balances may also have an impact on you. At 
home the U.S. government may change the export and import in¬ 
centives or restrictions. Abroad the governments of countries 
where you have suppliers may curtail their firms’ sales to you, and 
if these products or components are critical in your operations, this 
will at least drive up your costs. 

We have all witnessed the effects of currency revaluations and 
devaluations. Suddenly overseas competitors are strengthened or 
weakened because the value of their currency in international mar¬ 
kets has changed. Within a short period Japanese and German goods 
became more expensive in the United States, for example. This 
opened doors to domestic products they had been underpricing. 

How the federal government especially handles its economic 
problems or opportunities is also becoming more important. There 
are a number of conventional monetary policies that affect the cost 
of borrowing and the amount of money available. In the early 
1970s the Federal Reserve system tried to control inflation via the 
money availability route. Loan money got scarce and interest rates 
skyrocketed. At other times the government has resorted to such 
fiscal measures for stimulating the economy as increasing govern¬ 
ment spending and granting tax cuts or tax credits to consumers 
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and industry. Different government policies have different effects, 
\T^+ >U i< 1 t US ^ ar| ficipate their impact on your company. 

° ~ usinesses are affected by an economic trend in the same 
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the economy - For example, the Wharton 
f ge +° e University of Pennsylvania provides an economic 
orecastmg service. Periodicals like Business Week, Forbes, For- 
I and th tKiplinger Letter as weU as publications put out by 
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THE IMPACT OF TECHNOLOGY 
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this approach is built on the premise that experts in a certain field 
might be better prognosticators of future trends and events think¬ 
ing as a group than as individuals. 

The technique begins with a series of well-conceived questions 
presented in writing to the selected experts, perhaps in different 
locations and in different specialities within the field. Each re¬ 
cipient of the questionnaire is asked to complete and return it. 
After the answers are processed, the results are sent out with 
another copy of the questionnaire to the participants. This tells 
them how their thinking compares and who is promoting which 
theory or assumption. They are then asked to reconsider their opin¬ 
ions and answer and return the questionnaire again. The circuit is 
repeated several times more, with the respondents being^encouraged 
each time to reevaluate their views in the light of others. Thus the 
approach attempts to combine individual opinion and group con¬ 
sensus in order to come up with a more accurate perception of the 
future.* I personally don’t believe that anyone has the power to 
predict the future very accurately, but I do believe it is smart to 
get others’ opinions in making the forecasts on which you will 
build your strategy. 

Be warned, however, that participants in an industry and current 
experts in a technological field are sometimes the last people to see 
changes coming that will affect accepted products. A new design 
or process disregarded by established companies can rapidly make 
a product obsolete or critically shorten its life cycle. Many exam ^ 
pies illustrate this point: Leaders in the locomotive industry didn’t 
anticipate or chose to ignore the potential of the diesel engine. The 
manufacturers of steam locomotives have all disappeared, and the 
industry is dominated by General Motors. In duplication processes 
a small unknown promoted the use of dry copying, and those in 
the field were left far behind, maybe never to catch up. Another 
dramatic illustration of a technological advance which has had sig¬ 
nificant impact is one I have used before in another connection, 
the case of the semiconductors. 


*The Delphi Technique and other approaches are described we & “ B ^’ 

Technological Forecasting for Industry and Government, Englewood Clrffs . .» 
Prentice-HaU, Inc., 1968. I also recommend some of the materials issued by the Insti 

tute for the Future, in Menlo Park, California. 
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■ What if automobiles are powered by electric rather than inter¬ 
nal combustion motors? Will this have an effect on your 
products and services? 

Many of us may skim over this type of question and say it will 
have no effect. But think for example about what the last possi¬ 
bility would do to existing businesses. It would hit the petroleum 
industry since gasoline stations would have to become recharging 
stations. It would affect producers of engine components and as¬ 
sociated equipment. It might change the way electricity is pro¬ 
duced and the cost of using it. 

Overall, questions such as these may not shape your primary 
strategy, but they certainly will affect your contingency planning, 
especially if the risk of being unprepared is high and the results 
will therefore possibly be devastating. 


THE INTERACTION PROCESS IN THE 
FOUR-DIMENSION OVERLAY 

In discussing the four-dimension overlay on the business world, 

I have separated the sectors of influence and dealt with them one 
at a time. But in reality they interact with one another. Your stra¬ 
tegic thinking must recognize this interdependence, and you must 
try to identify which event is the cause of a battery of developments 
in several areas. Then insofar as possible, you should act to influ¬ 
ence the cause, not the effect. 

A common causative sequence in recent years has begun with 
social forces. Pressure groups propel the government to enact leg¬ 
islation that affects a given technology, which in turn affects the 
economy. An example might be the use of catalytic converters on 
automobiles. We can argue that the real source of these compo¬ 
nents is the demands of environmentalist groups, who were con¬ 
cerned about the contribution of automobile exhausts to air 
pollution and who applied pressure to government for clean-air 
legislation. The new laws that resulted affected the automobile 
industry, which had to develop new technology aimed at emission 
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which are of 811 6 c diastrates this sequence of repercussions, 
d m ° re eX * enSiVe *“• “mplex than 1 haw 

bvm sMue^'f* taleractions ls »ell l“own. The origin of a 
of illustration 1 ,° wever ’ cara be hard to pin down. For purposes 
“2"; 1 ha , ve “gPdd from a societal cause, environ- 

vT^ZtT I” cleaner to ^ ec °"° mic *«*<**■ 

ning?ca?atS of 1purehaa b>g, maintaining, and run- 

maLv ft. Iff » r Pnmai “ y *° ,hose demands? Or are they 

American technolo^y“ifth'”h’ W ° Uld ^ ttat 

Z^tion fLsfc T” leS <Iying t0 make a ™"S ? 0r ehould we 
people need so pattmi 1,1 our cu| ture and ask whether we as a 

Lump,ion-ad"^ ° r ” eed ,C Use them ” much ’ This last 

with ths dnuttedly a very problematic one to pursue-ties in 

tute s^icITa y » consumers mi ® ht b e receptive to substi- 
aZZ q r eStK>n explored Chapter 4. 

yourltatSv f' foux : dimensi °" overlay makes up only part of 
tou to Ltif fprma,lpn " identifying causes and effects permits 
If a potentially opportumtles and threats at remote distances, 
other aspects of vo" ° meetsucl1 a c, ’ ar| ge is also suggested by 

men,), i,should beLaTuaMteher™ 1 ’ 16yOUrCOmpe,itorassess ' 


PARTICIPANTS IN NONPROFIT SECTORS 

heightened^ ^ < f c “ te ‘- the Public has developed intensely 

S£Lnd unl eX r Ct f°" ab0U ' n0nproflt organizations. 

changef slme r Xr d ' bee " ^ ° n t0 maka "™«ous 

become’the riaht of an ^ S ° me lraposs ’b Ie - Higher education has 
ecome the nght of anyone, regardless of race, creed, sex, and even 
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Figure 7-1 An interaction process among social, government 
technological, and economic forces. 


Economy Consumers Sustain additional costs Call for price 

___ controls 
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ability, rather than the privilege of the few. Public institutions 
have been required to provide open enrollment. All these changes 
have resulted m new pressures and opportunities, which in turn 
have caused further changes in strategies and missions. 

Health services have also moved into the rights category. Special- 
interest groups have promoted the idea that all citizens are entitled 
o equa medical care. This has led to Medicare, a movement to¬ 
ward national health insurance, and new demands for the preven- 
lon and cure of sicknesses. The increased expectations have placed 
hospitals and the medical profession under new pressures. These 
trends offer new and exciting opportunities to those ready and 
wi mg to respond but frightening threats to those who cannot or 
will not adapt to the changed conditions. 

As the levels of public expectations have risen, the political 
structure has reacted with corresponding legislative requirements, 
borne laws that have been passed in recent years challenge the right 
o colleges and universities to discriminate among candidates for 
enrollment through tests and admissions policies. Others, based 
on e right to privacy, prohibit an education institution from giv- 
ingoutinformation pertaining to a student without his approval. 

flii PC1 ^i t students t0 have ac cess to all documents in the 

es on them. These requirements have brought about changes in 

»J!t 1SSl t 0n P r j C ** ces and m the use of recommendations and critical 

I" S ° me Stat6S the professor ’ s to use specific text 
materials has been curtailed. 

We have seen the quandary that medical practitioners have been 
put m by the massive rise in malpractice insurance premiums, a 
junction in part of the increase in malpractice suits and awards. 
Hospital admission procedures have become so legalistic that at 
rimes the patient s suffering is inhumanely prolonged because per- 

instimr f ° r ! reatment lsn,t immediately available. Even religious 
regulations 5 mcrea ^^ been Pressured to conform to legal 

J n <n? ! 3St tW ° d u CadeS ’ Public fundin § of education, medical, 

Z J £ services has expanded in keeping with public expecta- 

1° ^ 7 1 , 6 °l 01 ! the organizations involved rely on the use of gov- 
mment funds for their operations, the more subservient they 
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become to the state. These groups must take a good look at their 
financial strategy and mission to determine whether this is the di¬ 
rection they wish to take. 

Technological changes also need to be tracked by the nonprofit 
organization. With the advent of new communications techniques, 
for example, education may become more and more an in-the- 
home activity and less and less an on-campus program. Some in¬ 
stitutions already broadcast courses on television that are profes¬ 
sionally produced to optimize the use of the medium. This can 
result in a loss of matriculated students, and it obviously reduces 
the use of the school’s physical facilities. The same mechanism 
has probably contributed to the falloff in religious attendance by 
enabling congregations to meet and worship in homes. Medical 
care may be improved by telecommunications, which may also 
enable less-trained paramedical personnel to substitute for the doc¬ 
tor or the clinic. The day may not be far off when tests can be per¬ 
formed in the home using audiovisual and data-transmitting devices 
to send the results to a computer for diagnosis. This could change 
the whole approach to medical care. 

Thus in the nonprofit as in the business sector, every leader must 
think about the social, government, economic, and technological 
changes that are happening or impending and ask, “Do these events 
have a real or potential impact on my organization?” 


APPLICATION TIME 

Pause now and try to identify issues on the four dimensions that 
may affect your operations. Think through how they may change 
some of the characteristics that you have already defined relating 
to your customers, markets, competitors, products, warranties, dis¬ 
tributors, suppliers, and internal resources. To determine whether 
these might create new opportunities and threats or affect those 
you have already identified, here are some questions that may 

prove helpful. . , „„ . , 

Regarding societal concerns: What groups, official or unofficial, 

are seeking changes that will intrude on your product, customer, 
or industry practices? Are there any controversies over your prod- 
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uct, justified or not, that could become the banner of a pressure 
group? Are changing public needs, expectations, priorities, or values 
supportive of or antagonistic to your methods of doing business? 

Can or should these be countered? 

Regarding government action: Are there current laws that can 
affect your business? Will their application be the result of en¬ 
forcement or interpretation in each case? Consider all aspects of 
the regulatory power that government at all levels—federal, state, 
and local, foreign as well as domestic—has over your various func¬ 
tions. What about jurisdictional conflicts among agencies on one 
level or between authorities on different levels? 

Regarding the influence of the economy: How does your indus¬ 
try growth compare with GNP growth? How would a major defla¬ 
tion or further inflation hit your industry, your markets, your 
competitors, and your own firm individually? Is your industry 
affected by changes in decretionary spending? 

Regarding the impact of technology: What technological changes 
do you see on your horizon that are related to your product or your 
industry? What new patents or processes might give your competi¬ 
tors an irreversible market lead? Are there R&D programs outside 
your immediate bailiwick that might produce innovations you 
can adapt? 

The checklist suggests the range of focuses that your exploration 
of the four-dimension overlay should encompass. 



8 

MOW L€T’S STMT€GIZ€ : 
THG IMVJGSTMGMT DGCISIOM 


There are many managers and businessmen who think that data col¬ 
lection and analysis are synonymous with strategic thinking and 
planning. The result of this misconception is that they fail to de¬ 
velop meaningful and creative strategic alternatives because they 
stop the process too soon. 

In order to get the proper perspective on the sweep of strategic 
thinking, let me review what we have done and describe the steps 
that remain. If you have conscientiously followed the process as 
described up to this point, you now have answered the following 
questions: 

1. What has your business been, what is it now, and what would 
you like it to become? This is the first phase of your feasibility 
study—mission development—and your probing has enabled you to 
determine how extensive your planning process must be as well as 
what planning resources you require to obtain the information 
you need. 

2. What will your environment permit you to become? This ex¬ 
ploration of your setting has included in-depth analyses of your 
microenvironment—your customers, markets, and competitors—and 
your macroenvironment, the four interacting force fields described 
in the previous chapter that overlie your operations. From these 
findings you have drawn positive and negative implications, or pro¬ 
spective opportunities and threats. 


141 
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oaft t the . S ! atUS ofyour competitors and their strategies, 

STdv V n , d /n tUre? ^ i$ the S6COnd phase of your feasi- 

potential rival”*!/* haS enabled you to un cover your current and 
potenhal nvals key resources and skills. 

avaliflh1^tl abili 7 ie T^ nd resources bave been > are now, and will be 

lowed vou tor** 11118 tlUrd PhaSe of your feasibility study has al¬ 
lowed you to list your assets and liabilities. 

Drrv-vedornbina^tion of these three major analyses enables you to 
alternative 01 ^ 6 ermbling feasibility to formulating viable strategic 
questions^ Y ° U ^ n ° W “ 3 P ° Siti ° n t0 answer the following 

" ttem? mVeStment ° pti ° ns do you have? How d o you rank 

e^vonV 116 options availa ble to pursue the investment strat¬ 
egy you have chosen? 

What are the opportunities and threats which will enable you 
to pursue the management strategy you prefer? 

limitnt* 1 f . use . your strengths and correct or minimize your 
f V6 y “ Pursuing your most important oppor- 

are descried T (0perating Regies and key programs 
are descnbed m the next chapter.) 

" IheQP it C the 5 esuIts of the decisions you have made? Will 
like to arh’ S TiT Wlth the overa11 objectives you would 

yourotyectives? y ° U ‘° Chan8e y °" S,ratesira 

from ach^v* lal t^ 611 u-° r ^ rends can Prevent your organization 
rom achieving the objectives you have in mind? 

management er L y d°o reC T d t0 the Selection of investment, 

ing the latter op ® ratln g strategies for your company. Regard¬ 
ed Tf th3t in Chapter 1 1 stressed ^ed 

restof/he S gy makers; the chief executives the 

ftm J th management tea m, and those who implement. One 

complete and no° U hl the 6Ven the besWaid P lans in- 

deve f n l t P ° ssibly ^hless. This chapter will deal with the 

e o „ f «rcrcs and ctapte 9 - **■ - 
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The pages that follow will describe how to summarize the mass¬ 
ive data you have collected in a way that highlights the key facts 
and assumptions that should mold your investment priorities. I 
will develop a decision matrix that will uncover the positive and 
negative aspects of your choices. The discussion will then outline 
how to specify the opportunities and threats that bear on y°u r ^ 
vestment options and how to crystallize the “success factors. Using 
your evaluations of your competitors’ and your own resources, you 
will move from the isolated overviews to comparative assessments, 
which will permit you to identify your real strengths and limitations. 
At this stage you will be able to construct all the viable options and 
their rewards and risks—in short to strategize. 


THE INVESTMENT SUMMARY 


“What I really need is a way to highlight the critical path and pull 
out what is relevant.” This is the reaction of many businessmen 
once they have completed the three analytic phases. The reaction 
is understandable since, if the work has been disciplined and com¬ 
prehensive, it has inundated them with facts, opinions, and assump 
tions. The approach I will outline helps you, your staff, and your 
subordinate managers to be selective and boil down the vo umes o 

data into key displays. . . 

The concept is very simple. You set down on one side of a page 
the environmental characteristics and assumptions about a tot 
business or market segment and on the other your corresponding 
status and position. You treat the past and future as well as the 
present under both headings. Since this is a synthesis, t e re ^ o r e 
information is the result of each data compiler s judgmen o w 
is important to include. Some characteristics and a^umptions may 
be omitted that have strategic significance. Do n °t be d^turbed 
over this. A review procedure to be described in Chap er wi 


allow you to pick these up. 

The investment summary covers (1) market factors, (2) comp 
tion factors, (3) financial and economic factors, (4) technology 


factors, and (5) sociopolitical factors. 
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Market Factors 


1S the informati on to record in your investment summary 
concerning your market and your customers. ^ 


your environment 

Size (dollars, units, or both) 
Size of key segments 
Growth rate per year: 

Total 

Segments 

Diversity of market 
Sensitivity to price, service fea¬ 
tures, and external factors 
Cyclicality and reasons 
Seasonality 
Captive customers 


YOUR STATUS/POSITION 

Share (in equivalent terms) 
Share of key segments 
Your annual growth rate: 
Total 
Segments 
Your participation 
Your influence on the 
market 

Your sales lag or lead 

The extent to which your sales 
are captive 


birvrJ I1UStrate thiS COmpilation ’ let ’s suppose we’re a (fictitious) 


BICYCLE INDUSTRY ENVIRONMENT 
Past five years, average: 
$200,000,000; 3,000,000 units 
$67 average price 
10% growth rate 

Next five years, average: 
$350,000,000; 3,500,000 units 
$100 average price 
12% growth rate (in dollars) 

European and Japanese market 
larger but growing at a slower 
pace. 


OUR STATUS/POSITION 

$20,000,000; 350,000 units 
$57 average price 
12.5 growth rate 

$40,000,000; 445,000 units 

$90 average price 

15% growth rate (in dollars) 

We don’t participate overseas 
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Not price-sensitive; growth even Our growth greater than aver- 
with price increases age because of lower prices 

No cyclicality observed in past Our sales typical of industry s 
10 years, though market is seasonal 

No captive segments 

Thus in a few lines we have outlined the market and its key features 
as well as our performance, summarizing the elements of customer 
and market analysis studied earlier. We could add other aspects of 
our resources, but it seems preferable to keep the example simple. 

Competition 

The next step is to summarize what is significant about the com¬ 
petitive situation. 

YOUR ENVIRONMENT YOUR STATUS/POSITION 

Types of competitors Where you fit, how you compare 

Degrees of concentration 
Changes in type and mix 

Entries and exits 

Position changes in share 
Functional substitution 
Degrees and types of inte 
gration 

Let’s see now how our bicycle company looks in relation to its 
competitors. 

BICYCLE INDUSTRY ENVIRONMENT OUR STATUS/POSITION 

Four major producers account We are No. 4 in our market. 

for 70% of sales. We are a single-industry com- 

Five companies have entered pany, and our future de- 

through acquisition in the pends on this market, 

past five years. All are diver¬ 
sified, which has decreased 


Segments you have entered or 
left 

Your relative share change 

Your vulnerability 

Your own level of integration 
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the number of single-industry 
competitors to two. 

Two other new entrants are 
anticipated in the next five 
years. 

The top four producers’ posi¬ 
tions have remained rela¬ 
tively stable. 

The top company has 25% of 
sales, a drop from 30% five 
years ago. 

Bicycles compete against other 
sports and leisure-time activ¬ 
ities. The biggest substitute 
has been the exercise bicy¬ 
cle, which is made by most 
competitors. 

One company has integrated 
backward. This was Peerless 
Sporting, a retailer that pur¬ 
chased one of the manu¬ 
facturers. Some of the large 
mass merchants may do the 
same. 


Our share has increased from 
9% to 10%, and we expect it 
to increase to 12.5% in the 
next five years. 

We don’t make exercise bikes. 


We are not integrated. 


position in it A^ittlTft^ ° f ^ competitive environment and our 


Financial and Economic Factors 

This synthesis highlights financial 
the desire to invest further. 


characteristics that influence 


your environment 
Profitability: 

Ratios 

Dollars 


your status/position 

Your profitability performance: 
Ratios 
Dollars 
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Contribution margins 
Leveraging factors, such as 
economies of scale 
Barriers to entry or exit (both 
financial and nonfinancial) 
Capacity utilization 


Your contributed value 
Any competitive advantage 
you possess 

Problems you would have in 
entering or exiting 
Your utilization 


With regard to ratios, it is important to select those that are rele¬ 
vant to the industry in question. Different industries measure 
themselves in different ways. The most commonly used ratios are 
return on investment (ROI), return on sales (ROS), and return on 
stockholders’ equity (ROSE). 

Here is the picture of our bicycle business, which, along with 
other industry participants, relies mainly on ROI and ROS calcu¬ 
lations for purposes of comparison. 


BICYCLE INDUSTRY ENVIRONMENT 

Past five years, average: 

ROI: 12% 

ROS: 6% 

Next five years, average: 

ROI: 10% 

ROS: 5% 

No significant economies of 
scale because of number 
of models; this will change. 

The industry requires cash for 
inventory. 

Few barriers to entry 
95% utilization 


OUR STATUS/POSITION 

ROI: 16% 

ROS: 4% 


ROI: 12% 

ROS: 6% 

We are strong in the private 
brand market, and this in¬ 
creases our models and in¬ 
ventory levels. 

We have a good cash position 
to finance dealer inventories. 

It would be difficult to exit 
(since this is our key business). 

100% utilization 


As you can see, we have combined various data from our analyses 
of the industry and our own company to find out where we stand 
in relation to others’ financial performances. 
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Technological Factors 

tiolfa theMustreTnTT d an,icipa,es the technologicalsitua- 
that iem ^ ** W " h y ° Ur Sta,US “* from 


your environment 

Maturity and volatility 
Complexity 
Differentiation 
Patents and copyrights 
Processes or manufacturing 
technology required 


your status/position 

Ability to cope with change 
Depths of your skills 
Types of your skills 
Your position 
Your resources 


W ‘ mus,ra,e h w m »t work in our bicycle business 


bicycle industry environment 

Bicycle technology is long estab¬ 
lished and relatively simple 
and bicycles can be produced 
in a simple factory. Only 
speed-gear changes are some¬ 
what complex. 

Patents don’t mean much be¬ 
cause they are easy to bypass. 


OUR STATUS/POSITION 

We have good speed-gear-design 
capability. 


raients don t mean much hp 

cause they are easy to bypass °!eTTl “ * follower ’ and 

uypass. we don t do much R&D. 

and uncompli rated] tmtin ® * echn °! ogical setting is relatively stable 

might furnish the key to undemtand^^h ^ technology summary 
winner. standing what it really takes to be a 

Sociopolitical Factors 

macroenvironment^hich^ert ™ 31 " ly from the analyses of the 

you serve. ^ P6rtmnS to the Justly and markets 


YOUR ENVIRONMENT 

Social attitudes and trends 


your status/position 

Your company’s responsiveness 
and flexibility 
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Laws and government agency 
regulations 

Influence with pressure groups 
and government representa¬ 
tives 

Human factors, such as union¬ 
ization and community ac¬ 
ceptance 


Your company’s ability to 
cope 

Your company’s aggressiveness 


Your company’s relationships 


Applying the sociopolitical outline, we can complete our data 
displays for our example company’s investment summary. 


BICYCLE INDUSTRY ENVIRONMENT 

Societal concern with pollution 
and physical fitness has helped 
expand the market. 

Government has been suppor¬ 
tive, allocating funds for bike 
paths in cities and suburbs. 

Safety of bikes is becoming a 
public issues. 

Unions are small and local. 


OUR STATUS/POSITION 

Our sales have been helped. 

We have no assets to deal with 
pressure groups or the gov- 
ment. 

Our design people are abreast 
of the industry on this. 

We don’t have a union. 


Thus you can see that just a few pages suffice to condense a mass 
of environmental and resource information into a form that makes 
it easy to survey as a whole and use as a basis for decisions. The 
summary is an instrument that helps you determine whether the 
business is worth further investment and if so how much. The list 
can be expanded if you want to compare one segment of the mar¬ 
ket with another. For instance, returning to our bicycle example, 
our sales of $20 million would derive from an array of products 
across several segments. Included in our offerings might be tricy¬ 
cles for little children, two-wheelers for eight- to twelve-year-olds, 
larger recreation bikes for teenagers and adults, and racers for this 
last pair of groups. Since each segment has its own characteristics 
(if it didn’t it wouldn’t be a segment), we would find it useful to 
outline each with the five-part summary just described. Thus in¬ 
stead of one summary, we might have four. However, for purposes 
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summaiy is 


the decision matrix 

^ T"" 7 - y0Ur next step “ "take some 
youfpSfcnt'if W ° tthe extemai «™ronment and 

our brbXompLy * h ° W *° 80 ab °“‘ <** * *™ of 

tte average - ,wi “ as ** - 

to grow even faster in th* flVe years ’ and jt is expected 

sensitiviW to l half-decade. It doesn’t have any 

is a very healthv sit?? 611 ^ havmg Iarge c y cl ical swings. This 

an« o^oSZCicT' eSPe0ia " y Whe " We look at •»« reform- 

pect ic th^t 5 company. The one notable negative as- 

is O.K. if this is whatwe PnCe than the competition’s. This 

fuse ,o WC h2Ve «“ “* Stac ' 

ding, determine how we W aLt the ,"T reVieW Wd ' 
medium, or tow in terns of it,!» , ’ 10 "' “ d rank ith % h - 

our position as Jon™e1iZTT™ W » « «“ ™ k 

the attractiventssofourmiv f thC COmpetition ’ a § ain we determine 
petitive SS'rT'' “? our standing. The com- 
for some time There k a v h ,? UX ’ and Jt wil1 remain unstable 
itself isn’t eithergood or ha!? degree ° f concentration, which in 
bad at all, since we are amn ’ ° Wn positlon in th is regard isn’t 

that may be a problem k t? g t0p four and fining. A thing 

which have considerably nrnr? ^ ° f tIle muIt i-industry companies, 

other p«i«dS^ < ^rsr > w the average am0ng 

problem - it mav inhibit th ,^ e mar het is also a potential 
But this product would he gr ° W . °^ sales °f traditional models, 
serious. d be smple to make . so the threat isn’t 

the L summaT»rh«dTth ted u ,he eVaiUati ° n ° f each part ° f 

rate each aspect of our industrvV ud gments listed m Table 8-1 . We 
or low), and we rank each aspect of our , * ra f CHveneSS (high - medlum . 

our relative position (straag^nediu^^^g^^^ 011 
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Table 8-1. 



Bicycle Industry 
Environment 

Our Position 

Market 

High 

Strong 

Competition 

Medium 

Medium 

Financial and economic factors 

High 

Medium 

Technological factors 

Medium 

Medium 

Sociopolitical factors 

High 

Strong 

Overall 

High 

Medium 


If you want to increase the sophistication of your assessments, 
you can use a weighted-score approach. This will require further 
judgments, since you will have to rank the relative importance of 
each element. Is competition a more important feature of com¬ 
parison than market? Are the sociopolitical factors more important 
than the technological? If more important, how much more? Al¬ 
though the techniques for weighting scores are not hard to master, 
I’m not persuaded of the need or the value of doing so. I have found 
that weighting clouds the real issues and generates a reverence for 
numbers that may be unwarranted. In effect it tends to make a 
pseudoscience out of an art. 

Equipped with your judgments, you can now use a simple graphic 
aid to help you make your investment decisions. The reason for this 
overview format is again that it allows you to review all major vari¬ 
ables at one time. The basic decision matrix merely plots your 
judgments. It is shown in Figure 8-1. 

Environmental 
(industry) attractiveness 



Figure 8-1 The basic decision matrix for investment strategy. 
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ng, you will plot them with a dot, as shown in Figure 8-2. 
Environmental (industry) attractiveness 



Figure 8 2 Past and current investment evaluation. 

Step 2 
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Environmental (industry) attractiveness 
H M L 



Figure 8-3 Where your current strategy would take you. 

that position will be lost. In other words your company would ar¬ 
rive there by trading its future for present earnings. 


Step 3 

The next question to consider is future strategy. Where would 
you like to be in the next five years (or whatever time period is rel¬ 
evant)? There are several choices: 

Invest to hold. The star in Figure 8-4 is used as the strategy indi¬ 
cator. It illustrates a desire to stop the position erosion represented 
by the rectangle and to maintain the current position. This invest 

Environmental (industry) attractiveness 


H M L 



Figure 8-4 The “invest to hold” strategy. 
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Figure 8-5 The “invest to tebuild" Mnitegy. 
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investment, since even if you intend to divest you may wish to in¬ 
vest to make the business more attractive to potential buyers. This 
is like painting the house before you sell it so that you get top dol¬ 
lar. Figure 8-6 depicts the exit situation. 


Environmental (industry) attractiveness 
H M L 



Figure 8-6 The “harvest or divest” strategy. 

Advantages of this classification system. This system of classifi¬ 
cation provides insight into the extent of and reason for the invest¬ 
ment. It also enables the strategist to understand the types of results 
that can be expected. For instance, investment for penetration 
yields market share or volume growth; investment to hold strives 
to increase earnings and hold share; investment to rebuild aims at 
regaining share or market position and may be an earnings drain in 
the short range. Investing very little or nothing at all should pro¬ 
vide short-term earnings and excess cash. Looking at this from 
another perspective, you can see that these are all growth strat¬ 
egies, but some of them grow sales, others grow earnings, and still 
others grow cash for reinvestment in the growth of others or for 
paying off the debtors. 


APPLYING THE MATRIX TO SEGMENTS OR PRODUCTS 

The same options are applicable to market segments and product 
lines, and the decision matrix may be plotted for either of these. 
Figure 8-7 positions three major segments of a firm. The circles 
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Environmental (industry) attractiveness 



Figure 8-7 The decision matrix as applied to market segments. 
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APPLICATION TIME 

This is the appropriate point to test your understanding of, and 
the utility of, the investment summary and the decision matrix: 

1. Summarize your business in terms of market, industry/com¬ 
petition, profitability, technology, and sociopolitical factors. Re¬ 
member to describe the current situation and note changes antici¬ 
pated for the future. It may be helpful to complete one summary 
for past/current and a second for the future. 

2. For each element of the summary make a decision as to its 
attractiveness and your status. Be sure to note reasons for the de¬ 
cision you have made. Figure 8-8 illustrates what I mean. Note 
that Figure 8-8 is not a complete investment summary; it com¬ 
prises only the factors which influenced your decision regarding 
attractiveness and position. 


ENVIRONMENT 


STATUS/POSITION 


© 


MARKET 


Rapid growth. 
No cyclicality. 


(m) Growth less than industry. 

Too much focus on volume. 


COMPETITION/INDUSTRY 


Highly concentrated. 
All competitors wish to 
raise prices. 


Industry trend setter. 
Control vital components. 


OTHER 


Figure 8-8 Your investment assumptions (current). 

3. Plot the results of your decision on the investment decision 

matrix. Use a circle for current results, a rectangle or box for fu¬ 
ture results, and a star for your strategy. 

4. Determine the type of investment strategy you have to or 
wish to follow: invest to penetrate, invest to hold, invest to re¬ 
build, or little/none {harvest or exit). 
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5. Compare your investment strategy with the mission you de- 
veloped earlier. That is, is your present strategy comparable? Does 
it fall short (is it less aggressive)? Does it come above (is it more 
aggressive)? 


OTHER INVESTMENT DECISION APPROACHES 

matrix I have just described and applied represents a multi¬ 
dimensional approach to investment decision making. It takes into 
account five major aspects of a business and its total environment, 
ecause t e matrix is multidimensional, it is complex and requires 

o w Wch puts the emphasis on qualitative 

inking. Some prefer to use more quantitative approaches. Here 
are a few suggestions. 


Share and Market-Growth Matrices 

There are several organizations which emphasize the need to eval- 
ua e mar et growth rates and market share in making investment 
strategy decisions. A four- or eight-celled matrix is used to record 
market growth vertically and market share horizontally. Each seg¬ 
ment of the business and the business in total are plotted, and the 
omp e e matrix can then be used as a springboard for projecting 
ne income and cash flow. For instance, a combination of low 
are an s ow market growth indicates that the segment or busi¬ 
ness will provide low net income and low or negative cash flow. On 
he other hand, low market growth and a high share, relative to 
competition, indicate that the unit will most likely be a financially 
sound winner and will contribute to the financing of other oppor¬ 
tunities. In short, these matrices are built on the premise that 

8 I° W ? 3re d0Sely correIated to cash flow and that cash 
flow is the key financial indicator of any business. 

Hke t0 Use these mat nces in conjunction with the 

hl resT, 1r° n aP , Pr ° aCh 1 h3Ve jUSt deSCribed 311(1 to compare 
ins marklt I T ^ identicaI > 1 that I am weigh- 

IndDos^ihlv t gr ? Wth V6ry heavUy in m y decision criteria 
vironmen? 1 2 Pr ° Per y recognizing the complexity of the en¬ 
vironment and my position. Share/growth matrices are an aid, but 
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they overemphasize these dimensions and make the decision mak¬ 
ing overly simplistic, because, as we all know, the world of business 
is more than a marketing and share game. 

Financial Ratio Matrices 

Another popular display utilizes a variety of financial ratios, in¬ 
cluding return on sales, return on stockholders’ equity, return on 
net assets, and total return on investment. The ratio chosen should 
reflect the prime means by which management wishes to measure 

itself. . _ 

Figure 8-9 shows a matrix using ROS and ROI. Obviously those 
segments, products, or total businesses which provide high yields on 
both dimensions are to be considered the most desirable and deserv¬ 
ing of reinvestment. But the figure also illustrates that some busi¬ 
nesses may have high investment returns and low sales returns. A 
good example of this situation is aerospace and defense businesses 
which require small or no investment because the government owns 
the buildings, machinery, and land and the contractor operates 
them under contract. The low ROS of these businesses, on t e 
other hand, is due to the combination of lowest bid awards and 
many hungry bidders. On the other side of the financial ratio com 
are instances where the supplier must lease his equipment or pro¬ 
vide liberal terms and conditions, all of which reduce the ROI but 
may allow a high ROS. 

Return on investment 



160 / Putting It All Together 


m other matrices which plot the cash How on one axis 

decisionlnaking purposes!* 6 ’' th “ S tasi8hte 


SOME WORDS OF CAUTION 

ma^friwthS th6 t diSCU f on °f investment decision aids, let me 

Stese matlt a n t ^ *** US6S 3nd potential abuse «- 

not be annh 7 u V **** f ° r dedsion makin § and should 
Z£d nn t meC ? n u lcaUy - 1 have seen filiations where the 
match This -°r 311(1 the aCtUaJ performance of the business didn’t 
C yo^ZHn 6 ; T Ce amaj0rpUIpOSe of SUch devices - to chal- 
right comer of th/h ” ? nC ^ the busmess occupied the lower 

of its newest com' ft Was only half the ** 

5 percent tier vear P CfT 1 ^ ltS industry ’ s growth rate was only 
favorable positive 'J h^’ ltS earnings were hi ^ and it generated a 
make sense.” But it ** observer mi § ht react, “It doesn’t 

the reason the red it ^ ; ^ len We probe deeper. In this instance 

conditions of the cl " ^ ^ ***'* C ° nform 18 the unusuaI 

induct™ ^ * • olnpany s ma rket. The firm participated in an 

a price^mbrella S m 8 ak nly tl W ° manufacturers > and the leader held 

mean that th f ’ the COmpany very Profitable. This doesn’t 

mean that the concern s position was solid; as the matrix showed 

£ 2rr: iit ' and if »• 

would be a loser. redUCe ° r rem0ve the price umbre| la the firm 

to Irest'effect ° f ‘ hUmb Wffl Mp you use decision models 

described and no7S “I y °“ use 3,1 three of matrices 
of a business It is th. e f° n ° ne ’ ^° F tbey nleasure different aspects 
„y toanv ,£ ;° re w ? rthwhile to work with them aU and 

r^nta^m“peri 0 7 ^ I" addW ° n be ^ "> pr “ 3 **- 

be suredon7 W busuless results formally fluctuate, 

mle Tn^me ca^sThe 3 S f l eXC ' ptto " «* «- 

give you a tae^S, 7 * W ° ° r years may be enough to 

In other situations you may hive ^ haPPea 

a lengthy time run may make iHIl m 1 e ™ 50 years ’ Such 
bu, the matrices wii, i ,^ 0 “ “ ^ 




Now Let’s Strategize: The Investment Decision / 161 


These techniques are merely aids to your examination and judg¬ 
ment. They are never to be used as substitutes for tough, comprehen¬ 
sive strategic thinking. Never let the matrix make decisions for you. 


INVESTMENT DECISION MAKING IN 
NONPROFIT ORGANIZATIONS 

Leaders of nonprofit institutions might be willing to accept the 
strategic thinking process, with some modifications, covered in the 
previous chapters, but many would very likely reject the need for 
investment decision making. I assert that investment strategizing 
is equally relevant and useful to them. All organizations must make 
tradeoff decisions and set priorities, for all have limited resources. 
Let’s take a few illustrations. 

Colleges need to assess the attractiveness of each field in which 
they participate and their position in it. Is it really profitable to 
remain in the fine arts, pharmacy, or medical sciences? If it isn t 
profitable are there other benefits from maintaining a position in 
the specific discipline? Just as for a profit-making business, profit 
or loss isn’t the only reason for a nonprofit enterprise to remain in 
or exit from a market segment or to continue or discontinue a 
product. The offering may add prestige or other support to the 
whole institution and may be justifiable on this ground alone. 

Hospitals should determine the attractiveness of specific medical 
specialties. If one is too great a drain on the total resources of the 
organization, it may have to be dropped and others making a 
greater contribution may have to be added. 

The major difference between a company’s and a nonprofit or¬ 
ganization’s use of the decision matrices may be the criteria on 
which the decision is based. In some cases this is merely a matter 
of translation. “Market” may be replaced by * discipline ^ or 
“specialty” and “competition” by “alternative offerings,” both 
positive and negative. The financial, technological, and socio¬ 
political factors appear to be relevant as they stand. Whether the 
process is structured or not, each leader needs to understand what 
sectors of his service have high, medium, and low priority. If faced 
with a need to limit resources, he should feed the most attractive 
and starve those with little future. 
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dec^nn! 1 !^ 1184 , 8 ^ 1113 ” 265 the Pf0CeSS ofdefinin g investment 
decisions and related strategies. 

F" ^ " "" INVESTMENT summary 


Your Environment 


Your assets 
and liabilities 


Market Factors 
Size 

Size of segments 
Growth rate 

Diversity 

Sensitivity and features 

Cyclicality 

Captive customers 

Competition Factors 
Types 

Concentration 
Changes in types and mix 
Entries and exits 
Position changes in share 
Functional substitution 
Integration 

Financial and Economic Factors 
Profitability 
Contribution margins 
Leveraging factors 
Barriers to entry or exit 
Capacity utilization 

Technological Factors 

Maturity and volatility 

Complexity 
Differentiation 
Patents and copyrights 
Processes 

Sociopolitical Factors 
Social attitudes and trends 
Laws and government 
regulation 
Influence 
Human factors 



9 

TH€ MCXIG TO MiWGGMGNT 
HMD OPGMTING STRrtTGGY 


"Fm glad the planning job is done and I can get back to running 
the business.” This is a typical reaction of operating managers. It 
is understandable to want to get the strategic decisions behind and 
concentrate on operations. Most managers are uncomfortable with 
planning as such, and the fact that it is complex, time consuming, 
and highly conceptual doesn’t make the task any more appealing. 

I am personally sympathetic, but I feel very strongly that it is nec¬ 
essary for strategists to spell out exactly how they will achieve the 
investment results they want. They must avoid the temptation of 
stopping too soon. 

In this chapter I will point out that the answer to the question 
how? has two dimensions, one related to the management thrust 
and the other to the operating implications. I will explain tech¬ 
niques for converting the generalizations of the investment strate¬ 
gies to concrete alternatives. This will make use of the analyses 
and forecasts we have made in previous completed work. 

KNOWING WHERE YOU WANT TO PUT 
YOUR MONEY ISN'T ENOUGH 

Before we examine each of the steps of operating strategy in 
more detail, I would like to demonstrate why they are important to 
perform by showing some of the ill effects of skipping them. 


163 
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his company to operate is as it has in the past. Either type of fixa¬ 
tion inhibits his creativity as it leads him to refuse to consider al¬ 
ternatives. This failure prevents the organization from adapting to 
the new situation, which in turns leads to inappropriate strategy 
and ultimately to failure. Many companies have tried to invade 
foreign markets practicing “the way we do things back home/’ 
During the 1960s a number of U.S. giants failed in Europe because 
they didn’t develop suitable approaches. Other instances of fixa¬ 
tion include companies that have continued to do it themselves, 
when joint venture or acquisition made more sense, and concerns 
that have continued to finance growth internally when it would 
have been better to increase debt 


THE MANAGEMENT STRATEGY COMES FIRST 

The first step aimed at avoiding these pitfalls is to think through 
the options available which will enable you to execute the invest¬ 
ment strategy you have selected. It’s easy to conclude that you 
wish to grow sales, or net income, or even cash, but it becomes 
believable only when you determine whether growth will come 
from intensifying or modifying your marketing efforts, or from 
introducing new products or new applications of existing products 
or technologies, or from improving the manufacturing capability. 

In other words, the next step is to determine how you might pur¬ 
sue the investment thrust and then select those opportunities or 
threats which will yield the final results. 

Management strategy is built on the premise that the decision 
maker will be selective; that is, he must decide on which part of 
the business will be the lead function. Unless there are unlimited 
resources, it is not possible to simultaneously innovate, improve 
marketing, acquire, joint-venture, increase manufacturing, and so 
on. Therefore some one of these thrusts must be prime and the 
others supportive. The relative importance of these thrusts will 
vary from one segment to another, and it is important to specify 
which is leading and which is following. When this decision is made, 
you can spell out all the other functional, or operating, strategies 
and describe how strengths will be used and limitations corrected. 

Let’s outline the management options available: 
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Marketing-led options can spearhead the investment strategy by 
concentrating on new geographical areas or a new type of distribu- 

lon, or by emphasizing more price aggressiveness or additional ad- 
ver ismg, and so on. The point is that marketing can be the lead 
and other areas of a company will support it. 

Product innovation can come in many shapes or forms. It can 
be founded on new products-to fill out the line or to force the 
competition to follow. Or it can stress new applications, designs, 
models of existing products. Or it can be based on the develop- 
m fl° 2 b ran ^' new technology. All of these are viable options 
w e er they are intended to increase sales, hold position, rebuild, 
or even harvest. 

CapacityI manufacturing strategies can be employed to add ca¬ 
pacity in advance of demand so that share can be increased when 
the market demand turns up. Or it may be a cost reduction thrust 
in or er o increase earnings or to position the company for a more 
aggressive pricing policy. 

Financially based strategies may be used to create a competitive 
advantage by leasing equipment at attractive rates to users, or by 
increasing the amount of inventory or receivables that is required 
to participate m an industry. Acquisition might also be classified 
as a financially based strategy. 

Management directed strategies which can be employed include, 

r ms ance, takeover of or merger with another company or joint- 
venture agreements which permit growth. 

mwfcf I* 886 ° f the process 1 ^commend that you merely recog- 
mze that these options are available and then determine which 

+ S A 6 mos * sen f e f° r the business based on the evaluation of 
selected opportunities and threats. 

s t e P> then, is to select opportunities or threats which 
can contribute to the investment strategy you wish to pursue. 


Trt L ^ CTING OPPORTUNITIES and threats 

TO SCRUTINIZE 

it h*T 311 ° pportunities are wor th analyzing. This is a truism, but 
it bears emphasizing, because the process I have been describing 
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demands a great deal of time and manpower. Here are some guide¬ 
lines for determining those worth the effort. 

I divide opportunities into those pertaining to your entire indus¬ 
try and those favorable more specifically to you. Obviously those 
that arise from the fact that you are stronger than the competition 
should appear high on the list. The same classification can be made 
of threats. If a change will have a significantly higher impact on 
your current position than on your rivals, it can’t be ignored and 
deserves intensive scrutiny. 

An opportunity or threat suggested by one aspect of your en¬ 
vironment or resources and repeated by others should also be care¬ 
fully looked at. For instance suppose the customers you serve are 
very interested in safer bicycles for their children and that this is 
likewise a concern of the general public and its elected government 
representatives. This is an opportunity that shouldn t be neglected. 
The multiple sources of interest increase the probability that a safer 
bike will sell even at a premium price. If you don’t offer one, the 
competition may beat you to the punch. 

Another situation to look for is an occasion where you can take 
advantage of more than one opportunity or a combination of op 
portunities and threats with one strategic move. Again the bicycle 
business provides an illustration of what I mean. Suppose you see 
the chance to participate in a market in a country without indige¬ 
nous manufacturers. This opportunity area is very close to the 
home market of a major foreign competitor, who you believe in¬ 
tends to strengthen his position in your major market. By moving 
into the third country, you will be positioning yourself to move into 
the competitor’s home market as well as forcing him to spen some 
of his financial and human resources to defend himself, which may 
in turn weaken his ability to attack you. Thus in one strategic ac¬ 
tion, you are taking advantage of the third-country opportunity, 
preparing to move into competitive territory, and reducing a t rea 
to your home base. 

SPECIFICATIONS 

Once you have ranked and matched your opportunities and 
threats, you can take up the following questions, which are ex- 
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pressed in terms of positive openings but pertain to dangers as well. 
I he sample answers again relate to our bicycle company. 

What is the opportunity? 

To participate more heavily in the market for multiple-speed 
bikes, which is anticipated to grow from $250 million to 
3>350 million by 5 years from now. 

Where is the opportunity? 

In the eastern United States, especially in the metropolitan 
areas of Philadelphia, New York, and Boston. 

When do (or did) you expect the opportunity to materialize? 
mce 1974 the market has been growing 14 percent a year, a 
rate it will maintain through 1976. Thereafter growth will 
decline to an 8 percent annual rate. 

What share of this market do you wish to have? 

A 15 percent share of the urban markets by 1978. 

Why will (or did) the opportunity materialize? 

The increasing desire for more exercise by urban dwellers 
along with the increasing number of bike paths and the cost 
of gasoline for automobiles. 


t . of these questions has operating and resource implications 
a e management team must understand. Obviously the next 
o last question holds the challenge. If we had no share of our tar¬ 
get market now, it would take a great effort to get to 15 percent, 
whereas -since we have a 12 percent slice, it should be easier. 

e I . 1 ”? lng T ° fthe °PP° rtu uity will also determine what options 
j rea 1S 1C * ^ * s ^ mm inent, then you may have no time to de- 

velop your own product line and sales force and may be forced to 
acquire enter into a joint venture, or brand privately. 

at ^ ey question Is why there is an opportunity or threat 

^,mnHJ hlS t ? U + e !. tl0n alSO forCes you t0 identi fy the causative as- 
of omu nf i 3 +- aVe 6C * t0 conc lusions about timing, cyclicality 
i . ’ oca lons ’ an d ex tent of participation. Since successful 
J\ 3im 3 cause an d not effect, the question is fundamental. The 
causative assumptions will help you identify the success factors. 


CRITICAL SUCCESS FACTORS 

it tlwn hase ° f Strategic thinking requires that you ask, what does 
take for anyone to succeed in the opportunity area or effectively 
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reduce or eliminate the threat? What it takes may be physical, 
monetary, human, even attitudinal, or any combination of these. 

To develop a comprehensive list, it would be helpful to review the 
questions in the chapters on competitor and resource analysis. To 
relate these questions to your specific situation, review the invest¬ 
ment summary you developed in Chapter 8 on the market involved. 

Conceive /design success factors. Is any special research or en¬ 
gineering talent required to participate? Do you have to make 
technological breakthroughs or be able to license patents? If you 
were to decide to enter the dry-copy market, you would have to 
gain access to patents held by Xerox. If you were to want to pro¬ 
duce a cola drink, you would need access to one of the cola manu¬ 
facturers’ formulas or else do extensive development on your own 
in order to offer a substitute. 

Let’s return to our bicycle example. The multiple-speed bike 
doesn’t require any really complicated technology, though the de¬ 
sign of the gear mechanism is critical. It must meet the expecta¬ 
tions of the consumer and be relatively easy to repair. This technical 
know-how is equally appropriate for rural, urban, and foreign mar¬ 
kets. The only factor that might introduce some differentiation is 
legal requirements for some specific safety devices. Such regulations 
may be local or state rather than federal. So one of the resources our 
company may need is a specialist to track legislation that can have an 
impact on the design of bicycles. 

Production success factors. Do you need certain manufacturing 
or process abilities? Process sophistication is critical for success in 
the chemical industry. So is it in the production of drugs and some 
consumer materials and the refinement of precious minerals. Do 
you need large plants and equipment that demand heavy capital 
investment? Without high bays and cranes in the electrical apparatus 
industry, you can’t make the sizes of generating equipment now 
being marketed. How about your materials or components? Are 
they simple or complex, easy or hard to procure? And so on down 
the list of resources listed in earlier chapters. 

To apply this to our example company, the manufacture of bi¬ 
cycles in general and multiple-speed models in particular isn t a 
highly complex process. It consists primarily of bending and shap¬ 
ing metals into precise sizes and forms and of making the gear com¬ 
ponents. Often the factory merely packs the parts, relying on the 
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ea J er OT retail buyer to assemble them. In the future substitute 
materials like fiberglass may be used in place of metals. If so, the 
manufacturing equipment and processes will need to be altered, 
an e production success factors will change. Moreover the types 
and mix of competitors may also differ. 

Manufacturing scheduling is a key to success in obtaining a share 
o the northeastern market. Bicycle sales are very heavy in the late 

spnng an fall, the spring in anticipation of summer and the fall in 
+ 10n Christmas. If our company doesn’t have inventory 
m the stores at these times, we will miss sales. 

, apacity * s a ^ so wor th analyzing. Since the market is seasonal 
ere are so many models and sizes of bikes, we must have the 
correct model mix in production in the plants. 

arketing success factors. By now you can see that identifying 
ccess actors requires thinking through the implications of your 
ompany s environment and internal condition in terms of resources 
, , S ? r s ' e com Plexity of marketing is often underestimated 

y usmessmen, especially those who are product- and technology- 

f ? e ‘ n cases *he right product hasn’t made it because 
he producer s lack of marketing expertise. Even more often 
the wrong product is introduced at the wrong time in the wrong 
p ace, this too being the result of marketing ineptitude. 

■ ,„f eSS , faCt0rs m this Unction are tied closely to customer and 
characteristics, both past and future. Going back to the 

10 " 0 cust °mer needs and expectations provides the inter¬ 
connections. 

C3S6 W6 WOldd eva hiate our prospective new dealers 

mer ifa T S ' " regard t0 dealers ’ since the ultimate custo- 

“ I" n i Y dW + eUer Wh ° m OUr ex P eri ence doesn’t have the tools 
utors whoT Ce w aSS " mbleandre P air bikes, we should have distrib- 
bp tb + able 311(1 wlUmg t0 Provide these services. This may 
k tu^Ta S t - lmp °,f 3nt characteristic they possess, which may mean 

for this nrnH T* “^P 01 * 311 * to have mass-merchant distribution 

ior tins product segment. 

tio^^nce^thp 3lS ° be useful in this opportunity situa- 

differ especiallv^rtb 6rmay ^ mterested in knowing how brands 
uuier, especially if there is a price spread 

to ma * mailleti " 8 ^ mi8h ‘ be ‘he ability 
consumers through advertising. For example, if we are 
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targeting the middle-class, moderate-income urbanite who needs the 
bike to exercise, then we must know which publications he reads 
and what aspects of the product will strike his fancy. The adver¬ 
tising must also tie in with the product features and the type and 
locations of dealers. It makes no sense to concentrate on quality 
and reliability if the dealers are oriented toward price, not perform¬ 
ance or service. Thus the consistency of the success factors needs 
to be checked. 

Consumer financing may also be a swing item. Most people want 
to be able to charge. Thus you should choose dealers who permit 
charging, whether to a personal account or through a credit card or 
bank-charge plan. This means your dealers must have credit ratings 
good enough to qualify for centralized charge services. 

This last factor prompts me to point out that what may be cru¬ 
cial for one opportunity may be unimportant for another. Credit 
may not be vital for selling in rural or foreign markets. Service and 
assembly may have little bearing on sales to lower-income or young 
customers. 

Financing success factors. Some opportunities require the ability 
to finance the customer’s inventories; others require huge outlays 
of capital; still others require management flexibility to prevent 
losses due to inflation, revaluation, and taxes. We could say that 
some are cash-intensive, some capital-intensive, and some both. 

It is vital to take the financial situation of long-payout businesses 
into account in times of inflation, devaluations, and high interest 
rates. In recent years the ability to serve overseas markets has been 
based on obtaining funds overseas and not taking money out of the 
United States. 

In the bicycle industry the most critical financial factor is the 
necessary financing of inventory and receivables, which results from 
making the product available for the summer and Christmas rush. 
This means that the company needs to buy its materials, produce 
its bicycles, and ship them to dealers at times when its revenues are 
low. It has to grant dealers payment terms that enable them to sell 
the goods before they pay for them. Thus this is a cash-intensive 
industry for certain periods of the year. 

Management success factors. We are all familiar with the diffi¬ 
culty American managers have participating in foreign markets. 
Different culture pattems-and specifically the different ways busi- 
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annl,>?t°o n t C l 1 UC I ed ^ legalIy regulated -cause the problem. This 

of movif e int r e t0 ° ; 1 diSCUSS6d earIier the ^P^tions 
of moving mto an industry with a different value structure. 

stvle^id^t 111 / 63 " 8 b l7 Cle markGtS Were stabIe ’ and management 
. , change. The entry of foreign producers and their 

~ S T m : C S ° me m ° difications ’ but mostly in the low-price 
segment. In the opportunity area we are now considering, there 
don t appear t0 be My major discontinuities from ^ past _ Thg 

S* 6 managers need most is agreement with the quality and 

willSl to $ t anda f ds held b y the customer. This means we must be 

as well £ word ^ assure satisfaction in deed 

h Jh h Z e J° Un Vl US6fUl t0 SUbcategorize suc cess factors as musts, 

should hJ’ m< f desirables - Critical success factors are musts. They 
should be carefully screened, for if you list too many, this will im- 

that m,“l CreatlV1,y r“ 8enerating °P tions - Some consultants assert 

of bminp« are 6W ° f theS6 critical fac tors, whatever your line 
f business or service, and that if you identify too many, you 

whether ° ne y ° Urhomework - The defmiti °n of “critical” lies in 

f^rioXh™:r is vi “ hw you - d *° 


WHO IS POSITIONED BEST? 

ties and threat^ debned tbe specifications of major opportuni¬ 
sts* determined success factors, you are 

those of ZTT t ° Ur CUITent Capabilities and tangible assets and 
tl anises "rf lmP °? nt COmpetitors - This step also banks on 
mg or danger Zv 3Ve ? P reviousI y- The hooker is that an open- 
ence with An ^ mV ? V6 c °mpanies you have no previous experi- 
automotiveCTPd,t amP ^ * S J iaUer banks moving into the lucrative 

t° minated by SUCh concems as b ig com- 
For^lrr r’rS 18 Acce P tance Corporation, and 

panded their C< *P 0ratl0n - These companies too have ex- 

~ previously - 

toward 1611865 llkC tbe$e ab0Und toda y because of the ongoing trends 
toward merging and diversification. In these cases the task of ascer- 
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taining position is more complicated and requires you to obtain 
more information about each competitor. The type of data will 
depend on whether the company is single- or multi-industry and 
foreign or domestic. If it is regulated you must assess whether this 
is a help or a hindrance. An interesting story in the major business 
press explored the effect of regulation on AT&T’s ability to com- 
pete against IBM in the communications arena. The article pointed 
out how AT&T was impeded by certain accounting procedures re¬ 
quired by FCC and state agency regulations.* But the information 
you seek should relate to success factors, not just to the competi¬ 
tor’s general condition. 

Another point to keep in mind is that you should also evaluate 
potential competitors if the probability of entry is high. This is 
particularly true of a newly emerging and dynamic opportunity. 

By covering both potential and existing rivals, you will be m a 


better position to strategize to prevent entry. 

Objectivity is a word that must always be kept in mmd. It is 
very easy to see yourself as superior and underestimate the enemy. 
An outside point of view may be necessary. I have often enough 
observed a tendency as well to call a potential deficiency an asset. 

A good illustration of this is the financial evaluation made by many 
a manager in a subsidiary that his concern is stronger than its sma er 
competitors because it is part of a bigger, financially more exi e 
corporation. There is no disputing that the parent organization has 
larger financial assets, but there may be a big gap between t s ac 
and the manager’s ability to obtain the financial support e nee s. 

If the corporation has other commitments or has no desire to un er- 
write the manager’s plan to the degree he wants, then his capabilities 
are no greater than the smaller company’s. He is like the millionaire 
who can’t use his millions because they are all locked up m trust 

accounts. His strength is thus hypothetical, not real. 

Let’s return to our hypothetical bicycle company to see how this 
works. We know we have two major competitors m the Northeas 
urban market we are focusing on. One of them is part of a spo ing 
goods chain, and the other is a large national mass merchant (like 
Sears or Montgomery Ward). Of course, companies of this type 


•Business Week, July 27,1974, pp. 42-45. 
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must be considered on the competitive list even if they aren’t 
manufacturers. 

In conception and design we are the only company of the three 
that produces its own gear mechanisms. The sporting goods com¬ 
petitor makes its own bikes but purchases its gears from another 
manufacturer. The mass merchant doesn’t even make bikes but 
buys the completed product from overseas vendors and private- 
brands it. So we have strength in terms of availability and quality 
control. But whose gears perform the best? Suppose Consumers 
Union rated the three brands last year and ranked our gear design 
second to that of the sporting goods competitor. Thus we have a 

Str w 8 ? m tW ° aspects of desi § n but nonetheless come out second. 

We know that all three of us need to keep abreast of legislative 
and regulatory actions that may impose new safety requirements. 
Since both of the other companies are much larger and both have 
ashmgton representatives, they are much better positioned to 
keep track of what is going on in this area. So we rank No. 3. 

There are three production factors we feel are critical. One is 
the abihty to use fiberglass or other substitutes in the manufacture 
of bikes some time in the future. Since our company is the only 
single-industry competitor in this opportunity area and the other 
wo ave other products that utilize synthetics, we are behind and 
Should consider this a liability. We have been in the business for 

year ® a " d bave been able to meet the seasonal swings. This is a 
standoff. Our capacity is already in full use, and we are straining 
o mee current demands. The sporting goods manufacturer has a 
new factory and is utilizing only 75 percent of its capacity, and 
the mass merchant has numerous sources around the world. We 
are again low man on the totem pole. 

w^n e f rdS d6 S rS t0 reach the affluent > we have the lead since 
we through bike shops while the competitors have more gener- 

fr! Z t? dl , stnbutlon - 0f course their outlets are in their own stores, 
so they have more control. If they feel that service isn’t sufficient, 
they can remedy this easily and quickly. Thus we have a current 

S h ’ * 11 C J ° Uld Wash out Both of th e competitors have at 
ast the required levels of product knowledge and advertising 

re<!nnnV and lf ^ wish to im P rove on either count, they have the 
P siveness to do so. The major disadvantage of the mass mer- 
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chant is that it must spread its attention broadly and can t concen¬ 
trate so much as we can. On the opposite side, however, it can use 
bikes as loss leaders to pull customers into the store and so gain 
share even without profit on the bikes. 

Although we would appear to rank low in financing factors, 
things may not be so cut and dried. We think that the sporting 
goods chain has moved more rapidly than it had the funding to do, 
for its line of credit is lower than ours. The mass merchant may 
also be having liquidity problems and may be less capable of under¬ 
writing the inventory and receivable levels. So we are in the best 
position even though we are the smallest. Of course if we get too 
ambitious, we too may be unable to meet the challenge. 

Considering management success factors earlier, we didn t see 
anything unusual in this category. But now as we compare our¬ 
selves with these two competitors, we have some different thoughts. 
Both management teams are more aggressive than ours, and both are 
able to use the bike business to increase total sales. Thus even in 
this high-quality area, they can apply strong pricing pressures, and 
they are able to give more liberal consumer terms and conditions. 
This may mean a new ball game for us, and the issue is whether our 
management can meet the characteristics of the environment. 

The comparison with competitors enables you to make some 
judgments about the situation you face. In the last aspect of our 
example, it added some new perspectives to the requirements for 
success. As you rank yourself and your competitors, you can also 
indicate why you think the ranking is fair or not. The use of nu¬ 
merical rankings without these notations can be useful but next to 
impossible to explain or replicate in the future. 

Is the Opportunity Feasible in Context? 

In comparing your abilities with those of your competitors, you 
convert general assets and liabilities into specific terms. You 
couldn’t do this earlier because a strength or limitation is relative 
to the particular opportunity or threat facing you, its key success 
factors, and the competition involved in it. What is a strength in 
one situation may be a limitation in another. History is full of 
examples of great armies being defeated by small, unorganized, 
poorly armed bands of rebels. For Instance the British were de- 
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feated in the American colonies because they weren’t accustomed 
to the terrain and the methods of fighting. The superiority of the 
U.S. air power in Vietnam wasn’t really the critical element of the 
conflict. The Germans overran the French in good part because 
the invaders had a flexibility the defenders were unable to match. 

A consumer product designed for the U.S. market, whether it is 
an automobile, a television set, or a mixer, may be inappropriate 
for markets in Europe. The leader in one country may be unsuccess- 
u another. A styling lead in Italy may not be transferable to the 
nited States or vice versa. I have observed some highly automated 
businesses that were unable to make a go of it in segments or whole 
markets because these require low volumes and flexibility. Having 
inancial strengths geared to capital-intensive businesses may be of 
limited value in those requiring large cash reserves. 

Ifyou have evaluated an opportunity and the competition and 
discovered that you are weak in the majority of critical success fac¬ 
tors, you need to consider seriously whether the opportunity is 
viable for you. Starting from ground zero in most resource areas 
may be more that the organization can achieve, so that it may be 
the better part of valor to scratch the challenge off your list and 
look for others in which you are better positioned. This shouldn’t 
be an automatic response, since even though the odds are low, the 
rewards may be so great that you should pursue the opening. Or 
you may have reserves of cash so large that the risk is worth it. Or 

you may ^ ave creative power to come up a winner. Keep your 
thinking flexible. 


In this connection, as you assess your position in relation to one 
opportunity (or threat), be on the alert for further openings that 
he evaluation brings to light. This may appear to contradict my 
advice to be selective in which opportunities and threats you ana- 
yze since the process takes time and manpower. Actually it doesn’t 
ecause etter options can appear than the one you are exploring. 

Or you may find that by preparing for one prospect, you can posi- 
ion yoursetf t° take advantage of another at little or no cost. 

Our bicycle story may be used to illustrate what I am saying, 
uppose that as we are investigating the nationwide market for 
multiple-speed bikes, we find two opportunities in addition to the 
Northeast urban opening that have lower potential rewards but also 
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fewer risks. Suppose also that we elect not to pursue the urban 
opportunity but rather to focus our attention on one of the alter¬ 
natives, the expansion of the market in smaller midwestem com¬ 
munities. We now decide to joint-venture with a department store 
chain that also has outlets in large urban areas across the country. 
Therefore, though we are joining forces specifically for the mid- 
western market area, we are gaining a potential ally for the North¬ 
east urban penetration at a later date. 

As I commented regarding earlier phases of strategic thinking, 
you might consider using planning teams to review specific oppor¬ 
tunities and threats. This approach enhances your ability to look 
broadly. Working independently, each team may come up with 
several possibilities, which later can be matched with the findings 
of the others. The multiple-team approach increases the number 
and variety of openings perceived and normally yields creative 
ideas for tackling them. 


BUILD ON STRENGTHS AND CORRECT LIMITATIONS 

Most successful strategies are those that maintain and build on 
existing strengths. The point is worth emphasizing that a strength 
is not a gift of God that can be counted on without some attention 
to keeping it healthy. This isn’t always recognized. Any company 
can lose a strength over time because of complacency and neglect. 

There are five major ways of correcting limitations. Not all of 
these are available or workable for every opportunity (or threat), 
and to be achievable, they must be converted into meaningful 
actions. 

Self-development. The first and most obvious means of correct¬ 
ing a limitation is to strengthen your own resources. If you need 
specific types of people, you can hire them, transfer them in from 
elsewhere in the organization, or set up a training program for 
existing personnel. All these approaches enable you to build com¬ 
petence for the long term. But all take time and expenditure. Time 

can be critical. You can’t always readily find the right people to 
hire, and special skills need time to develop and measure. Numerous 
companies have spent months or even years finding the right person 
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only to discover later that he couldn’t do the job. Training is very 
costly and also time consuming. Budding complex skills requires 
properly selected trainees, sophisticated teachers, and possibly 
equipment. Learning is a slow process. In some situations this 
may be the only option that will bring you the strength you need, 
but it shouldn’t be the only solution considered. 

Acquisition. Acquiring another company or piece of a company 
is another possibility. This enables you to move quickly, and it 
will effectively correct a limitation if you are careful about the 
selection of the acquiree. Your list of success factors and your 
assessment of your abilities provide the criteria to be considered 
in etermining what the incoming organization must possess. Rare- 
y your deficiencies and the available company’s strengths a 
per ect match. The word “available” is worth underlining, since as 
m hiring you must often settle for what you can find, unless you 
are willing to pay a large sum for the takeover. For some com- 
panies acquisition choices are limited by government rules and 
policies against restraint of trade. 


Another critical element is the decision on whether you need 
or wish to retain the acquired company’s managers. If you want 
to retain them, you must think out why they will wish to stay. If 
they are incompatible with your company’s way of doing business, 
va ues, or compensation policies, this should be noted and contin- 
gency plans drawn U P f or implementation if they leave. There are 
numerous examples of the company built on one man whose de¬ 
parture left it with minimal assets. Beware of the innovating entre¬ 
preneur who began his firm on his own and now wishes to sell it. 

He wil! be hard to keep, and if he stays he will be harder to control. 
„ a l t ° rtl f ia i tely acquisitions are more unsuccessful than successful, 
evaluated^ ^ ° Ptl ° n “ W ° rth considerin & il should be carefully 

t°! nt ven ^ ure - This may be a combination of acquisition and 
self-development, and it has become a rather popular move in re¬ 
cent years. The European coalitions have actively sought ways of 
using competence economically and avoiding duplication of effort. 
This approach works best when the partners are compatible and 
both have a need they can’t fill on their own. Suppose you evaluate 
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your resources and find that you have a good product but poor 
marketing ability. You may find it worthwhile to join with a com¬ 
pany that needs a product and has a good sales force. This makes 
a win/win combination. Like all the other ways of building on 
strengths and correcting limitations, it will take a great deal of 
searching and negotiating to develop a working joint venture. 

A gain you must assess the compatibility of the partner firm s man¬ 
agement, for you must determine whether both of you want to 
lead and neither to follow. If this is the case, the venture will fail 
because of internal tugs-of-war that make a disciplined attack on 
the problem impossible. 

A favorite form of joint venturing used particularly in m erna 
tional markets is the consortium approach to major projects, bor 
instance suppose a developing nation wishes to build an entire ci y 
from the ground up. It might be interested in having a singe 1 
on the whole project. Of course no one company has the ability 
to do the entire job itself, so it may bid together with other com¬ 
panies, each representing a specific skill. This is the way many o 
the large aerospace contracts were handled, and the practice as 


moved into the commercial markets. , 

Subcontracting. The best solution in case you are faced with a 
short lead time may be to subcontract with a company that has a 
strength not otherwise available to you. This may take the form 
of buying a component or complete product to fil out your me 
and enable you to participate in the market quickly, or examp e 
suppose our bike company needed to offer a windshield on its 
motorized models in response to a sudden fad in the a u ur an 
market. We could go to a company producing windshields 
motor scooters and ask it to produce a design we specify. Many 
large merchants have come up with their own brand of consum 
products by the subcontracting route. This practice is POP^ ar 
the credit card business, where the card issuers provide allThe cen¬ 
tral administration and indeed capital required to fund the accounts 

of companies honoring the cards. 

The subcontracting option, like the others, also a 
It gives your supplier a chance to increase his experience in your 
fleWhe may decide to become a competitor. If you depend 
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on a single source, you not only sustain a potential future compet- 
ltor but open yourself to the danger of losing your whole supply 
line if he turns rival. 

1 hav f f ° und that subcontracting is primarily a short-term solu¬ 
tion and should be supplemented with another move for the sake of 
longer-term security. For instance you might subcontract until your 
tirm can develop its own product, take an equity share in this or 
another supplier’s business, or even merge with a supplier. In short 
su contracting is an excellent way to buy time for the present and 
position yourself for the future. 

Licensing. In cases where you identify a technological limitation, 
licensing may be the answer. To be really useful a license must or¬ 
dinarily include the know-how that goes with it. As with subcon¬ 
tracting I believe licensing is a short-term solution. You should 
recognize that licenses are of advantage to the licenser unless you 

a Kw S ° me Cr s ^ ren 2tlis to bear that give you leverage not avail- 
able to anyone else, including the licenser. An example might be 
super a ive marketing abilities that will enable you to increase sales 
i you have access to certain products. This could be the case when 
e owner o a patent is much smaller or wants merely to obtain 
additional income, not to participate in the market to which the 
patent pertains. There are many cases of a company stumbling 
onto a new concept or product and having no interest in capitaliz- 
g on it. Several years ago General Electric established an organi¬ 
zation to market patents, copyrights, and products to other com- 

p nies pure y to obtain income from items that otherwise would 
go unused. 

Of course you may choose to combine some of these approaches 
or change from one to another in time. You might decide to buy 
me con *PO ne nts from subcontractors and work on fcnh anting 
m*rL e t 8 reSOUrces 111 areas that ^present the greatest potential 

wmnanlT °™° StY ° U might choose to ^ire a small 
P . Y obt am its key people and dismantle the rest of it; or 

L. "J lght p a f . t0 hire and train People to get a foothold and 
laier do some licensing or acquiring. 

avaibhlTS 6 C ° m ? inati0nS you identif y= the more options will be 

Zt mav be r n ° H Inaddition ^ wdl create alternatives 

y be used later as contingency strategies. Table 9-1 shows 
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some of the moves our bicycle company might make to tackle the 
opportunity in the Northeast market. 


HOW WILL YOU EMPLOY WHAT RESOURCES? 

Having analyzed your opportunities and threats and outlined the 
alternatives for building on strengths and correcting limitations, 
you should easily be able to define explicitly what resources you 
must employ and how in order to meet each specific opening and 
danger. This completes your development of your operating strat¬ 
egy. Your task now is to formulate detailed presentations that 
will communicate your prospective plans to your operating man¬ 
agers. Aware of what you need, what you can and will use, and 
what you will do to improve your position, you and your financial 
organization should be able to articulate the following. 

■ The rewards, that is, the sales you can expect in terms of both 
units and dollars. This provides you with the ability to determine 
market share and position. 

■ The costs of hiring, training, acquiring, licensing, manufactur¬ 
ing, distributing, motivating—everything that is directly or indirect y 
related to the sales volume you have projected. 

■ The risks involved. What is at stake? Who will be affected. 
How uncertain is the future? These can be expressed at least to 
the extent required for decision making. If you think you h ave 
found a riskless option, beware. Nothing comes free of risk, and 
you probably haven’t evaluated the situation thoroughly enough. 

If you have applied the entire thinking process you will have 
achieved the following: 

■ Determined your investment strategy. 

■ Decided the lead thrust, that is whether it is going to be 
based on marketing, innovation, cost takeout, acquisition, 
disposition, joint venture, and so on—this is the management 
strategy. 

■ Identified the opportunities you will pursue, the strengths 
you will build on, the limitations you will correct (as well 
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as the means of correcting them), and the threats you will 
avoi . These elements will combine to describe the key pro- 
grams which will be the heart of your operating strategy, 
hinally you will be in a position to estimate the rewards, 
costs, and risks associated with the decisions you have made. 

In summary, you have now specified the three levels of strategy 
and their implications to the future of the business. The next 
S , P “ tc 'compare these with the objectives and goals of the key 
stakeholders involved in the business 


THINKING OPPORTUNITIES THROUGH 
FOR NONPROFIT ORGANIZATIONS 

iiir^+ Un ^ Ver ^ ° r , code § e may discover that a local company would 
ke to use its facilities and faculty for-management training and - 
development during the summer months. The possibility appeals 
to the school smce it will increase the utilization of its plant and 
P^ OV1 , ? enientary income to its faculty, which may enable it 
re am its top teachers. The arrangement is attractive to the 

wiftin? t^f- e ^ ause ** P erm its it to enhance the skills of its workforce 

ma h . [* xed costs - The opportunity for the school can be sum- 

manzed thus: 

wl at W 0 P™ vide management seminars for a local company. 
u !l ere ' T In the schoo l’s surrounding community. 

When! July and August. 

Ewm?/tT ? ThC C ° mpany ’ s 50 t0 P and mi ddle managers. 
emnlnJ CO fV™ y s interest m improving the abilities of its 
ployees and the unused capacity of the college and its faculty. 

tracers ^flH rtUnity s ff ms 1 ^aighforward, and the school adminis- 

plannine Rut? 11116 ^ * doesn,t require further stud y and 
dS fheln 1 aSSUrC T ^ d06S - In t6nnS of 1 conception and 
. 10n mus ^ determine the managers’ needs which 

CUm ”' 1 "? taow-hJin relation To Sir 

m«er VF “““* 6 “ «“*<>» sessions for a 

seminars must be designed to evoke an optimum level 
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of involvement, taking into account the executives’ years of ex- 
perience. 

The faculty will need to understand how to teach adults, a dif¬ 
ferent proposition from teaching undergraduates. This is a matter 
of marketing as well as of design. Instructors for these sessions 
can’t use last year’s course notes, rely on textbooks for homework, 
or lecture at the participants for hours on end. Participants expect 
to be challenged, see relevance, and determine how to put the ma¬ 
terial to work when they return to the job. 

Production involves keying facilities and equipment to the semi¬ 
nars. In today’s executive education programs, it is important to 
have rooms that enable participants to engage in face-to-face ex¬ 
changes. Audiovisual equipment has become a must, and trained 
operators are required for sophisticated machinery. Coffee breaks 
and lunches must be prompt and short, which means that food- 
service areas must be close by seminar rooms and food preparation 
must be streamlined. As strange as it may seem, the accommoda¬ 
tions may make the difference between a program’s being highly 
lauded and considered mediocre. 

So you can see that for a college to become a successful manage¬ 
ment training center requires an understanding of the success fac¬ 
tors critical to that opportunity. After all the institution does not 
have a monopoly on the product or captive customers for it; there 
are many competitors. There are other colleges, perhaps some 
nearby. There are professional organizations like the American 
Management Associations and Advanced Management Research 
providing executive training programs. There are individual consul¬ 
tants and consulting firms. There are specialized conference facilities 
that can arrange to offer training as part of a conference package. 

Hospitals, social service groups, and religious communities are 
also faced with new opportunities and threats that must be scru¬ 
tinized. If a religious organization decides to go into low-cost hous¬ 
ing, it too, like a business, must determine the success factors involved 
and how well prepared it is. If a hospital decides to open a rehabili¬ 
tation facility or nursing home. It too must assess its position. In 
short every nonprofit organization, whatever its field of endeavor, 
must spell out its investment decision in the alphabet of operating 
strategy in order to achieve its aim. 
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APPLICATION TIME 


1. Identify the type of investment strategy you have chosen and 
record your reason for this choice. 

2. State the management strategy option that can contribute 
to the investment results you desire. Remember that management 

options focus on either market, innovation, production or the 
like. 


3. Identify opportunities or threats which relate to the invest¬ 
ment and management option you wish to pursue, or at least those 
which appear to be worth further analysis. These may be related 
to your strengths or result from environmental forces. Will your 
management option enable you to pursue several opportunities 
now or in the future? 


„ j^ or eac ^ elected opportunity or threat, answer the questions 
What? When? Where? How much? Why? 

5. Determine success factors” based on future industry or mar- 
ket conditions. 


6. Compare your resources/abilities with those of each major 
competitor, in the light of the success factors. 

7. Identify your strengths and limitations and then develop al¬ 
ternatives which will use your strengths and deemphasize your 
limitations. 


8. Evaluate costs, rewards, risks of each alternative. 

9. Select your preferred alternative and then note the manage¬ 
ment and operating strategy implicit in your selection. 




10 

WHrfT hMPP€M€D TO 
OBJ€CTN€S7 


You will recall that in Chapter 2 I emphasized how this strategic 
approach differs from others, which formulate strategies from ob¬ 
jectives and from existing strategies. The sequence 1 have been 
describing begins with a broad statement of your vision for the or¬ 
ganization and follows with a systematic evaluation of the environ¬ 
ment, competitors, and resources to determine whether your goals 
are feasible. In the last chapter you saw the method for identifying 
alternatives, making a selection, and then assessing its rewards, costs, 
and risks. These hypothetical results can be equated with the ob¬ 
jectives and goals that you can realistically expect to achieve. 

But that was merely the financial expression of the strategy, 
whereas the objectives of businesses and other institutions tran¬ 
scend the financial and are qualitative as well as quantitative. These 
organizations, as we know, are expected to serve more than their 

financial stakeholders. . 

This chapter will describe another, separate step of the thinking 
process, a step which will permit you to evaluate the alternatives 
in light of the stakeholders of the organization. The approach will 
build objectives based on the expectations and needs of the key 
stakeholders and then separate those which are absolutely critical 
from those which are merely desirable. 

Before we begin, let’s be sure that you understand what I mean 
by a strategy 9 an objective , and a goal You have probably attended, 
at least once, a business or organizational meeting in which there 
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was an argument as to whether a statement was an objective goal 
or strategy. I’d be very surprised if you haven’t had this experience, 
since it has become almost a ritual in planning and thinking meetings. 
I have come to believe that this debate is the means used by many 
managers to sabotage the whole thinking process and to avoid hav¬ 
ing to plan at all. Of course, I may have become cynical or overly 
sensitive. In any event, to avoid this waste of time I suggest we 
define those three terms by means of these key questions: 

■ What do you want to achieve or avoid? The answers to this 
question are your objectives. 

■ How will you go about achieving your desired results? The 
answer to this you can call strategy. 

■ How will you know the results have been achieved on time 
and to the degree desired? Answering this will provide you 
with measurable and understandable goals. 


generating objectives 


r b es * ways I have found to generate a comprehensive 

list of objectives is to ask yourself what you would like to achieve 
tor all your organization’s stakeholders, and, if you have to make 
some tradeoff decisions, to ask yourself which stakeholders will 
receive the highest priority. 

Who are the stakeholders? They are all those individuals or 
©roups who have a stake in the business and its results, that is, 
those whose future is affected by the organization’s performance. 
Specifically, they include: 


Stockholders and other investors 
Management at all levels 
Board of directors 
Employees 
Governments 


Community 

Customers 

Vendors and suppliers 

Unions 

Public 


Each of these groups has unique expectations and needs related 
to the organization. The problem is that the wants of some of the 
groups are in conflict with those of others. If the company were 
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to satisfy all of the needs and expectations of employees and their 
representative, the union, it would be forced to eliminate dividends, 
reduce profits, and possibly forgo the repayment of its debt. Thus, 
the employees would be satisfied but the stockholders and investors 
might become so unhappy they would withdraw their support, pos¬ 
sibly causing the company to go bankrupt. 

The key to stakeholder evaluation is to understand the impact 
that a specific alternative strategy may have on all groups of stake¬ 
holders and then to decide the priorities you wish to set for these 
groups. Of course, it is also important to determine whether any 
one set of stakeholders can prevent the effective implementation 
of a strategy. In short, you wish to optimize the positive effects 
of the strategy on the stakeholder groups while making sure that 
none can prevent its execution. Here’s how to generate objectives 
with the stakeholders in mind: 

1. Inventory your current objectives. Start by listing your cur¬ 
rent objectives and classifying them in terms of the stakeholder 
groups which benefit the most. If an objective aims at more than 
one stakeholder, put it under more than one category. This will 
enable you to visualize which of the stakeholders have been bene¬ 
fiting the most from your business and its current strategy. 

It is quite normal to find that most objectives are aimed upward 
in the organization, toward either the board of directors, the top 
management, or major stockholders or investors. This is the way 
it is and probably the way it will always be. The main problem with 
this situation is that it may cause some stakeholders to become so 
upset that they will try to prevent the organization from achieving 
its objectives, and in so doing may even succeed in (usually inadver¬ 
tently) destroying the organization itself. This is quite apparent in 
the labor-management scene. Some strikes have been so costly to 
the companies involved that they have been forced to close their 
doors permanently. In such cases the workers, instead of achieving 
their group objectives, have found themselves thrown out of work. 

2. Record what you think each stakeholder group wants now 
and will want in the future. This second step involves determining 
what stakeholders really expect and how these expectations can 
impact on your business. Interestingly, most managers and busi¬ 
nessmen fail to scrutinize the wishes, let alone the minimum needs, 


190 / Putting It All Together 


of those whose contribution is vital to the success of the enterprise, 
nstead, they fall back on a series of cliches which often go unchal¬ 
lenged and may even be incorrect. We have all heard that stock¬ 
holders only^want high dividends and couldn’t care less about the 
organization’s contribution to society. Or that dividends don’t 
really matter since the key to stockholder satisfaction is the price/ 
earnings ratio, which is reflected in the price and value of the stock, 
this type of generalization clearly reflects a lack of analysis. 


Determining the Stockholders' Expectations 

One of the first probes you should make is to analyze who the 
owners of the company’s stock actually are. Ownership is often 
divided. It may include large investors-such as banks, investment 

CO ? P A n u leSj 3nd mutual funds—interested in only short-term results, 
and if the results don’t happen then they will dump the stock and 
mvest e sewhere. There may also be individuals who are investing 
tor the long haul and interested in the dividend income for retire- 
ment. This type will be interested in visible and steady growth and 
may shy away from the high-risk glamour investments. 

wners may also be members of other groups and as such may 
ave m ed loyalties. For example, as investors, employees who 
own their employer’s stocks want the company to make a dividend 
payout. However, as employees, they may also be demanding in¬ 
creased salaries and benefits, which, if granted, could reduce the 
size and frequency of the dividend. 


And then there are the nonprofit institutions which, in recent 
years, have become stockholders in order to exert pressure for 

,• hurches ’ social awareness groups, and even pressure groups 
in this category. Though such investors may not have large 
blocks of stocks, they have the power to cause unrest and to orga- 
^ Ze ,° ,? rS ,^ 0 ^ flu f ce decisions. Thus you can readily agree that 

,. f f oc ° er lsn t the stockholders”; investors vary and have 

different expectations. 

Since stockholders are changing, it behooves the businessman 
to “ c J w j th and t0 analyze what they are thinking and 
, ” ^ g , / k? does thls > then the objectives pertaining to this 

^ i " W1 be realistic and he will be more effective 
objectives 6 ° U ^ 1 s * ra * e Si c decisions, which are based on those 
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Determining the Employees' Expectations 

There are many books about the evaluation and motivation of 
employees, but they normally view employees as a valuable resource, 
not a decision-influencing stakeholder group. This is ironic in light 
of the fact that this group, above all other stakeholders, has the 
greatest effect on a company’s ability to capitalize on opportunities 
and avoid threats. 

As with stockholders, you can’t make generalizations about work¬ 
ers. There are management employees who want to be treated as 
participants in the decision-making process, whose needs go beyond 
the financial remuneration they receive. There are professional em¬ 
ployees who may be more loyal to their profession and specialty 
than to the company and may want to work only for an enterprise 
that is the leader in its field. They may rebel and refuse to imple¬ 
ment a strategy that they consider makes the firm a follower. There 
are white collar workers, the backbone of the organization, who 
may be more interested in the preservation of their status than the 
salaries they obtain. Finally, there are hourly workers who seek 
pay increases along with job security. 

To really understand this stakeholder group you must segment 
it not only by type of work but by demographic and personal char¬ 
acteristics, like geographic motility, years of service, age, sex, race, 
educational background, and marital status. With this scope of in¬ 
formation, you will be able to see how the group is composed and 
what this may imply in terms ol the members desires and demands. 

Finally, all other stakeholder classifications should be examined 
and assessments made of what those stakeholders need as a minimum. 
This includes both local and national unions, government at all levels, 
and so on. We could take each of these groups and pull it apart, but 
1 think this is unnecessary, since 1 have made the point clear that 
sound strategic decisions depend on clear perception of what each 
group of stakeholders wants lrom your organization. 


APPLICATION TIME 

Let’s pause here and take some time to record your current busi¬ 
ness objectives, classified by stakeholder groups. To reiterate, these 
include: 
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Stockholders and other 
investors 

Management (all levels) 
Board of directors 
Employees 
Governments 


Communities in which you 
operate 
Customers 

Vendors and suppliers 

Unions 

Public 


How have you been doing? Have some stakeholders been ig¬ 
nored? Have some received too much emphasis? 

Consider now who your major stakeholders are and what their 
expectations have been and are now. Don’t rush it! The time you 
take now and the depth of your thinking, especially about changes, 
may be vital to the salvation of your business. 


CONVERTING STAKEHOLDER EXPECTATIONS 
INTO OBJECTIVES 


In developing objectives based on the needs and wants of the 
stakeholders, three points must be borne in mind: 

1- It is impossible to satisfy all stakeholders. 

2. It isn t necessary to have an objective for each of the stake¬ 
holder groups; this would produce an unrealistic number of ob¬ 
jectives. 


3. To be useful for making decisions, objectives should be spe- 

C1 } C 3 n d ?f Slfied int0 tw0 cate 8°ries: critical and desirable. 

will elaborate on each of these points in order to guide you in 
application: 

Don't Try to Satisfy All Stakeholders 

As I said before, you can’t try to be all things to all people and 
remam m usiness. This becomes abundantly clear when we review 
the federal government’s unsuccessful attempts to provide social 
programs for the poor and needy while it simultaneously strives 
to maintain a strong military posture throughout the world, to 
balance the budget, and to reduce taxes. Each of these objectives 

SP R C f? ? takeholder au dience, and each, in itself, is com- 
endable. But taken together they are nonviable. Businessmen 
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nod their heads when you use this illustration, and then they go 
about making essentially the same mistake as the government. For 
example they may simultaneously try to satisfy: 

Top management, by increasing profits. 

The stockholders, by increasing dividends. 

The suppliers, by increasing capital expenditures. 

The union and employees, by increasing the number of jobs. 

The investors, by reducing debt. 

Each group will be happy with the objectives, but some are bound 
to be disappointed because it is unlikely that all those objectives 
can be achieved. 


You Don't Need an Objective for Each Stakeholder 

Don’t feel compelled to state an objective for each group. I have 
witnessed this compulsion in action and it yields so many objec¬ 
tives that you practically need a computer to keep track of them, 
let alone use them to evaluate alternatives. I have observed situa¬ 
tions where management has felt compelled to have numerous ob¬ 
jectives and they became, in effect, more of a “wish list” than a 
means for making decisions. 

If you do consider it necessary to have objectives pertaining to 
all or most of the stakeholder groups, then be sure that they are 
stated specifically and placed in some order of priority. Normally 
it is better to omit those objectives with a low prionty or inconse¬ 
quential impact on the results. 


You Need Specific Objectives . J , , , 

Even when you have, as recommended, a limited number o o - 
jectives, you must make them specific. Since the purpose of objec¬ 
tives is to guide in the selection of the preferred alternative strategy, 
they should be clear, precise, and measurable By ‘‘^easumWe 
mean that the decision maker should be able to know whether 
objective is being met or missed. There are four questions to an 
swer before you can rest assured that your objectives meet the 
criteria of clarity, precision, and measurability: 


1. What will be achieved or accomplished? 

2. To what extent will it be achieved? 
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3. When will it occur? 

4. Where will it occur? 


establish men f ^f 16 ^ * hese Questions are more pertinent to the 
k ,. ff ° 803 s than objectives. My retort is that it shouldn’t 

Ion, 6 -? ether th6Se are caIled objectives or goals as 

f of y 3re s P e “ flc and useful in making a decision. The de- 

fnLSr iC y ° f a giV6n objective will depend on whether it 
are bound to if ^ ua ” tlta ^ ve m nature - Some of the key objectives 
TccoX to th e q f ualltatlve > and the *e Will have to be delineated 
important that 6 eehngs or judgment of management. But it is 
iectivesTn h management communicate such definitions of ob- 
SidTmn^ ? ncet ° Se res P° nsibIe for making the decision 
ful asTiv r rf if Strategy ‘ ° bjectives are really only as use- 
mLsunnrn?f P m SdeCting " C0UrSe 0f action and >later, in 

til after th p rf °™ ance ’ and lf an objective is not formulated un- 

* gUid6d ^ in faCt may b6COme 3 nega - 

ob^cTveT Sf"* I 1 ? 1 31101 mUSt be met; 1 caI1 these critical 

eficial and T ° IcaU desirable objectives , are merely ben- 

fiveTs ^dlne k + 1V \ n0t abS ° 1Ute ’ ^Portance. A critical objec- 
enTis^iSuZt f 6 SUfViVal of the enterprise. Financial solv- 
The oreamVat'o fn ° a cndca i objective for a private enterprise. 

Sure to rim aWe t0 C ° ntinue if * isn>t finanSly 

seawe enough to pay its bills or to get credit to do the job. This 

it might he nece ^ ^ 006 ° r tW0 loss years ’ and in fact 

D^haWe oh,? 5 ? 7 ^ a feW ] ° SS years over tbe i°ng term, 

pecta Th^T eS P ! m t0 the holders’ desires and ex- 
achieve for th y ^ aestl °n to ask is, What do I want the business to 

S Zionh v T ' m rS? f ° r thC lnVeSt0rS? f0r the employees? 

xr r s i?vr eh , oi ? e ? expec,ati ° ns sr 

If there is consktPTiT S th° ° * S consistent with th eir expectations. 

y ° U WU1 have an ob j ective supported 
Z™ stakeholder in question; if there isn’t you may find a po- 

y^wanUo increase 8 ^ ^ Stakeholde r group. Let’s assume 

to rnlkT he colZi, “T 6 ° Ver the next five years in order 

make the company more attractive to sell. An objective like 
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this is not consistent with the needs and expectations of employees 
and the union, who expect larger salaries and benefits during the 

same period and also seek long-term security. Coupled with your 
objective, those expectations have the potential to invoke conflict. 
Therefore, employee needs must be at least partially satisfied by 
the implementation plan. So the use of stakeholder expectations 
not only helps in developing objectives but also provides a check¬ 
list of specific, feasible courses of action which will convert the 
strategy into the operating plan and guidelines. 


USING OBJECTIVES TO SELECT THE ALTERNATIVE 

The objectives you set can be useful in choosing the preferred 
alternative. You have generated the alternatives by carefully ana¬ 
lyzing the implications of your environment, competition, and 
resource position. Since this evaluation included the identification 
of the success factors and the relative position of all participants, 
it should have enabled you to produce viable options. 

Now the question is, How do these options compare with the 
objectives and goals you have identified as being at least satisfac 
tory to the stakeholders involved? In short, alternatives result 
from one set of evaluations, and objectives from another; they 
stem from separate and distinct thought processes. Now we will 
put them side by side and compare the desires with the possibilities. 
Since it is unlikely that they will match perfectly, it will be neces 
sary to make a tradeoff; that is, you may have to set the objectives 
and goals lower on the scale or recognize that the alternative you 
choose may be very difficult to do but worth the price. 

If you have developed the type of alternatives described in 
earlier chapters, they should be easily converted to financial costs, 
rewards, and risks. Thus you should already have a feeling for 
comparing the quantified results of each alternative and seeing 
how they stack up with the objectives you had in mind. If you 
intend to make your decision on the financial and other quantified 
results, such as market share, rates of growth, and the like, then 
you really don’t need to go any further. But I will predict that if 
you do limit your assessment to these traditional criteria, you may 
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miss some very vital aspects of the problem of surviving and doing 
busmess in the future. 


Using Critical Objectives 

The first step in this assessment process is to be sure that the 
alternative meets the bare essentials, the “musts.” Critical ob¬ 
jectives are very valuable since they quickly reduce the number of 
alternatives you have to consider and allow concentration on those 
which will optimize results. On the other hand they must be care¬ 
fully selected or some very good alternatives, most likely the more 
creative ones, will be eliminated too early in the process and not 
given proper evaluation. 

Alternatives unable to pass what I call the critical screen aren’t 

really options at all and will be eliminated at that point. Consider 
these examples: 

1 . You have been told by your creditors that you will not be 

given any additional credit. This means that any strategy which 
requires additional external financing isn’t viable. 

2 ;.} n y° ur evaluation of the government, you have determined 
mat it wdl not permit you any further large acquisitions or mergers 
m the industry you now serve. As a result, strategies requiring this 
type of activity will be declared null and void. 

3. In evaluating your wish to move to a lower-cost, nonunion 
region of the country or the world, you have decided that your 
employe and th6ir Union would vehe mently oppose this and they 
ve the economic, public, and government support to succeed in 
preventing the move. In that case, those options which call for such 
a move will be eliminated. 

Just on the basis of those few examples it is apparent that the crit¬ 
ical screen has the power of elimination, and if even the seemingly 

tin ° P T arC . Wr ° n ^’ soon disappear. So the words of cau- 
lon are these: have only a few and be sure they are truly critical. 

ZIT businessmen used to worry only about the quantifiable 

~r re IU "* d “ d0ing S0 - Toda y must be more 
aware of the power of stakeholders to prevent execution. 

Using Desirable Objectives 

Objectives Which don't fall in the critical class automatically be¬ 
come desirable. These are not absolute, but relative, and so need to 
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be placed in some order of priority. If you wish, you can rank them 
and place weights on their relative value. I normally put higher 
numbers on those considered more important and vice versa. 

I could recommend such a weighted-score system for choosing 
the alternatives. However, although this works in theory, I have 
found it to be too complicated for practical use on the strategic 
level of planning and more appropriate for the tactical decisions 
which need to be made. There are benefits in systematically think¬ 
ing about the relative fit of the alternatives and the objectives, but 
there is no need to quantify them and make the decision of best 
fit” on a numerical scale. Further, I have observed that quite often 
the numbers are misused, that is, they—rather than the qualitative 
analyses and evaluation—come to dominate the decision making. 
Numbers lead the decision maker to believe that he is dealing with 
a science rather than an art and, therefore, that the future is cer¬ 
tain and predictable, rather than built on uncertain assumptions. 

The fact that one alternative receives a higher score or is chosen by 
the computer doesn’t mean that it is the best alternative. The 
choice of the strategy is and must be a personal process. The pre¬ 
ferred alternative is most often the one that management feels 
most comfortable with and is based on the combination of intui¬ 
tion, judgment, and analysis. The process we have been discussing 
is an aid to all three of these human factors. 

Let’s illustrate how desirable objectives are used by supposing 
you are managing the bicycle company described earlier and have 
arrived at the following list of such objectives: 

Increase our market share by 5 points worldwide. 

Increase our profits to 8 percent return on sales after taxes. 

Hold employment steady in the Cincinnati area (our main plant). 

Help the U.S. balance of trade by a $150,000 contribution. 

Maintain labor peace, keeping worker actions down to only 

minor walkouts. 

Further assume that these are in order of priority and reflect the 
best of the list of all desirable objectives. The situation shown in 
Table 10-1 is fairly typical since neither set of alternatives is perfect. 
Neither approach achieves the desired share or income targets. If 
they were based on desirable objectives, both alternatives would be 
unacceptable, but the objectives are wants, and so each alternative is 
viable. Approach 1 trades income for share, employment stability. 
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Table 10-1. Alternate approaches for the bicycle company. 


Objectives 


Yields 

Approach 1 

Approach 2 

Share 

Increase by 2.5 points 

Increase by 4.6 points 

ROS 

Increase to 6.5% 

Increase to 4.5% 

Employment 

2% decline 

No decline 

Balance of trade 

Contribute $250,000 

Contribute $125,000 

Labor peace 

Three walkouts 

One walkout 


arid labor peace. Approach 2 does the opposite, providing more 
share at the expense of income-though still less than the desired 
evel of the objective-and meets the target of employment and 
labor stability better than Plan 1. So as manager, you must decide 
e ween two options, neither of which meets all your objectives, 
ut this is a dilemma of all leaders, since it is generally impossible 
o o everything at once. The issue you must resolve is whether to 
choose between these two alternatives, reiterate the process and 
eve op some new options, or readjust your expectations and settle 
tor objectives which seem to be possible. 


OBJECTIVES FOR THE NONPROFIT ORGANIZATION 

Setting objectives for the nonprofit institution requires the same 

“t S l S l foregoing > with two key differences. First, the 
p “ wm be more extensive, and second, you should 

of ^tai, qualltatlve than quantitative objectives. Here is a list 

of stakeholders for two typical nonprofit institutions: 


hospital 

Trustees 

Top management 


UNIVERSITY 

Board of regents 
Top management 
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Administration 
Department heads 
Physicians 
Nurses 

Paraprofessionals 
Service employees 
Patients 

Benefactors 
Medical Associations 

Accrediting/ certifying 
bodies 

Insurance companies 

Blue Cross/Blue Shield 
Medicare/medicaid 
Government 

Community organizations 
State (e.g., Maryland) cost 
control boards 
Cooperating institutions 
Special interest groups 


Administration 
Department heads 
Faculty 


Service employees 
Students 
Alumni 
Benefactors 

Professional associations 
Professional institutions 
Accrediting bodies 

Companies who underwrite 
tuition 

Lending institutions 
Government 

Community organizations 

Cooperating institutions 
Special interest groups 


Unlike businessmen, the leaders of these nonprofit institutions 

are more dependent on their stakeholders for continuing support. 
Each of these stakeholder groups has the power to close the institu¬ 
tion. At the same time, as with stakeholders in business organiza¬ 
tions, not all can be satisfied to the same level. My own experience 
with nonprofit institutions suggests that they tend to want to meet 
everyone’s demands, and this normally results in the institution s be¬ 
coming overcommitted and, in some cases, in its shutting down en¬ 
tirely. Therefore, if you are in this field, when you develop your 
objectives, recognize the need to be selective. Though you can ex¬ 
pect to have more qualitative objectives than a businessman, this 
does not relieve you from the responsibility of determining how 
you will measure them. This is particularly true of the must variety. 
Since a critical objective is a go, no go test, you need to be able to 
determine if the alternative meets the essential criteria. 
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ch Jter CheCkllSt SUmS UP the Selection P rocess developed in this 


Selecting Alternatives Based on Stakeholder-Oriented Objectives 

rst: Develop an inventory of your stakeholders. 

Develop a survey of their expectations. 

Convert their expectations into your objectives. 


Second: 


Classify your objectives by whether they are critical. 
desirable. 


Fourth: 


Evaluate your strategy alternatives in light of the critical 
and desirable objectives you have set. 

Eliminate any alternative that doesn't meet the "critical" 
objectives. 


Determine which alternative best fits the "desirable" ob¬ 
jectives. If you must make a compromise, recognize that 
you are either modifying the alternatives or the objec- 


Select your preferred alternative and note its rewards 
costs, and risks. 



n 

k€€PIMG IN TOUCH WITH P€HLITV : 

STMTCGV RCMICW 


“Unfortunately,” as one executive remarked, “you can’t tell for 
sure whether a strategy will really work until it is tested over time. 
This is true; you can’t guarantee that a strategy will produce its prom¬ 
ised results until it is implemented and the results are known. But 
this doesn’t mean that you can’t review the strategy and assure that 
it is viable. In this phase of our thinking, I will discuss some of the 
major reasons that strategies fail and suggest some ways of review¬ 
ing the strategy you have selected to determine its feasibility. 


WHO SHOULD DO THE REVIEW? 

At this point in your strategic thinking activity you have a clear, 
concise description of what you wish to do with your business and 
its potential results. This has been done by you, with the assistance 
of associates and staff. If you haven’t asked for an outside opinion, 
it is now time to do so. 

Strategy review requires a critical, unbiased look at what you say 
you will do and why. This objective critique must be done by some¬ 
one who was not involved in the analysis and formulation process. 

It can’t be done by someone who has his mind already made up or 
an ax to grind. I personally have found that someone outside your 
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organization can be most helpful, since he can ask probing ques¬ 
tions and will not be intimidated. 


CAUSES OF INEFFECTIVE STRATEGIES 

Before I recommend review approaches, it will probably be help¬ 
ful to discuss why strategies may fail to be implemented effectively. 
In this way I think it will become apparent why more than one re¬ 
view may be needed, and also hOw you may select from among them, 


PITFALL!: MISMATCHING OR 
ERRONEOUS ASSUMPTIONS 

As you now recognize, strategies are built on assumptions about 
the future behavior of customers, competitors, governments, and 
other external factors, as well as assumptions about internal re¬ 
sources and your ability to use them. These assumptions evoke your 
opinions about opportunities and threats, and, ultimately, your 
planned strategic response. 

Assumptions are related to ineffective strategies in two ways: 

(1) The original assumptions are valid but the strategy somehow 
develops along different lines so that it is based on other, shakier 
assumptions. (2) The original assumptions are either faulty from 
the start or eventually become so because of changing conditions, 
o avoid failure in either case, you would have to reconstruct or 

replace the troublesome assumptions. Let’s deal with these factors 
one at a time. 

Valid Original Assumptions 

Although all strategies are based on assumptions, a strategy as it 
inall y evolve s may no longer be consistent with the assumptions 
that initiated it. This can occur-during the interval of time be¬ 
tween the recording of the assumptions and the finalizing of the 
strategy—in several ways: 

1. New information may be acquired or new ideas may occur 
which serve to alter the strategy. New information, if reliable, will 
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probably help to improve a strategy, but new ideas can have either 
positive or negative effects. 

2. Discussion or negotiation with or persuasion by others in the 
organization may also change the original strategy. The need for 
consensus often plays an important part in bringing about such 
changes. Modifying a strategy is not harmful per se, but it can be 
if the changes are based on faulty or misguided assumptions. 

3. Both 1 and 2 may occur, either consecutively or simulta¬ 
neously. 

Faulty Assumptions 

There’s no point in discussing those assumptions that are O.K. at 
the outset but are proven wrong when a strategy fails due to unan¬ 
ticipated changes in external conditions. Avoiding these would re¬ 
quire an infallible crystal ball. But it’s far more common for a 
strategy to fail because it is based on assumptions that are shaky 
from the start but are accepted without question. Let s take an 
example. Suppose the recorded strategy calls for opening a new 
distribution network in the Far East. This element implies that 
there is a market for your product in that part of the world, that 
dealers can be convinced to carry and sell the product, that con¬ 
sumers will want to purchase it, that both dealers and consumers 
can finance their purchases, and that there will be service avail¬ 
able for the pre- and postsale period. Some of these assumptions 
are based on research and fact, and others are based on feeling and 
intuition. Many of the key assumptions are never explicitly stated, 
and it is these tacit assumptions that are likely to cause the most 
trouble. 

It is amazing how many decisions about moving into new markets 
have been based on untested or unrecognized assumptions. One ma¬ 
jor company moved aggressively into foreign markets assuming that 
its brand name was a worldwide emblem, only to discover that it 
wasn’t known to the foreign consumer. This fundamental assump¬ 
tion was erroneous and was enough to cause defeat. There are nu¬ 
merous instances in which a company met with failure because it as¬ 
sumed that its current dealer and distribution network was appropriate 
for a new, but different product, or that electricity, oil, and other 
sources of energy would remain plentiful and relatively inexpensive. 
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There is no question that assumptions are the basis of strategy 
because nothing in the future is certain. But the point is that we 
make many tacit assumptions that have no solid basis in fact, and 
it is often these assumptions which spell the difference between 
success and failure. To avoid this pitfall, we must be careful to 
identify what has been thought through in depth and what may 
have been given short shrift. 


PITFALL 2: FAILING TO ANTICIPATE 
A COMPETITOR'S RESPONSE 

Strange as it seems, businessmen may fail to think about the 
competitor’s response to their strategy. Some seem to think that 
the competition is within their control and will lie down and play 
ea . ven worse, some others think they have a monopoly on 
rams^and ability and that the competitor isn’t very smart. These 
attitudes can be fatal. 

A useful review device is to lay your total strategy alongside the 
one you have determined to be your competitor’s. For example: 


YOUR OPERATING STRATEGY 

Marketing 
Use direct sales 
Focus on specialty shops 


OPERATING STRATEGY 
OF COMPETITOR X 

Marketing 

Use independent distributors 
Focus on department stores 


Next, it is important to evaluate which of these approaches will 
be more effective and why. Then determine how the competitor 
may react if you are successful at his expense. This last step will 
enable you to identify potential contingencies, which we will re¬ 
view m the next chapter. 

RESPONSE OF COMPETITOR 

a ■ + U ™ PET,T ° R CONTINGENCY OPTION 

Switch to direct sales and move Hold line on price but increase in- 

m our dealers. Reduce prices centives to our dealers to make 
to regam share. our line more attractive _ 

This should be done for all your strategy elements and those of 
your major competitors, that is, those which are either a threat to 
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your position or the targets of your aggression. This is tough work 
and requires objectivity. A few words of caution: If you find that 
all your strategy elements rate high and seem to be invincible, you 
may be either overestimating yourself or underestimating the ene¬ 
my. Further, if you find that your strategy compares equally well 
with all competition, you have a strategy that will probably fail. 
Competitors differ and their strategies will vary in effectiveness. 
You must choose which competitors you wish to challenge and 
which you wish to neutralize. Your review should make sure that 
your strategy is aiming at the right competitor. Finally, don t be¬ 
come overly reactive and start to change the strategy at will; this is 
only one of the tests and must be put in its correct perspective. 


PITFALL 3: FAILING TO FIND THE 
STAKEHOLDER WITH VETO POWER 

In the previous chapter I recommended the use of stakeholder 
analysis as a means of developing, weighting, and using objectives 
to select the preferred option. But I have found that many execu¬ 
tives consider this approach too complicated and impractical. 
Though I disagree, I would like to suggest how the concept can be 
used in a more simplified review technique. It is another way to 
test the practicality and viability of the strategy. The key to this 
approach is to recognize that your strategy can’t satisfy everyone 
equally and to make sure that there isn’t one stakeholder group or 
even individual that in effect has veto power and can prevent imple¬ 
mentation. If you fail to recognize this, you may find that your 
strategy is like a presentation made by a junior executive which his 
associates think is great but isn’t acceptable to the boss. 

The question to ask is, “If I began to execute this action or stra¬ 
tegic element, what would be the likely reaction of each of the ma¬ 
jor stakeholder groups, and could they prevent it from being carried 
out?” One of the stakeholders who would be positively affected 
might be helpful in the task of implementation. Could a potential 
enemy be changed into an ally? Or could an ally help to change 
the reaction of a potential enemy? Even when you are planning a 
plant relocation, you can reduce the impact on the community and 
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the workforce by giving them advance notice, by working with 
other employers to place those who will be displaced, by assisting 
the government to attract other employers to the area, and so on. 
In any of these ways you can at least be seen as someone who, al¬ 
though he will be leaving, is concerned about the employees, com¬ 
munity , local government, and even union, and is not just running 
away. 


Strategy element: Exit Product X 


STAKEHOLDERS 

Employees 

Union 

Community 

Government 

Suppliers 

Other company components 


IMPACT 

150 employees affected 
Fewer members 
Unemployment increased 
Unemployment Increased 
5 small suppliers 
Sold to same dealers as 
component Z 


Reaction: Strong possibility of a strike by all plant employ- 
ees. Government is strongly prolabor and needs to be handled 
with care. Develop new element of the strategy to handle this 
product exit. 


One of my favorite illustrations involves management’s continu- 
ing desire to increase productivity or decrease labor costs. During 
the 1950s and 1960s this was strategically addressed by moving to 
the lower-cost, nonunion South or to the offshore havens in the 
Far East. The reason for this strategy was relatively clear. The 
Northern cities were becoming more and more expensive, and the 
unions were difficult to deal with. Businessmen in those days were 
more able to do as they pleased. Who could stop them from clos¬ 
ing plants and moving? 

As the laws began to change and the unions became more effec¬ 
tive, the freedom to move became more limited. Unions and sym¬ 
pathetic organizations appealed to government at all levels, they 
organized boycotts, they picketed other company locations, and 
they even went to court. Management was forced to recognize 
the rights and expectations of stakeholder groups which in the past 
had been given only a passing look. Even lower-level company man- 
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agers reacted to the strategy of moving, many of them refusing to 
move and either obtaining other employment in the same area or 
going to the competitor. Thus, basic assumptions that the profes¬ 
sional and lower management skills would be retained were proven 

incorrect. . 

The issue this raises is that management and the chief strategist 
must learn to assess in advance the impact on the stakeholders and 
not be caught unprepared by their reaction. I am not suggesting 
that elements be discarded because they make people unhappy or 
create conflict, but. there is a need to identify those stakeholders 
with the most to lose who will fight and may prevent execution. 
What is required is to ask whether there is something which can be 
added to the strategy which will help reduce the impact on those 
stakeholders, who can be negativists, or to accept their anticipated 
reaction and be prepared to respond before they prevent execution. 

This illustrates the benefit of this type of analysis since it results 
in the addition of an element or program or contingency plan aim¬ 
ing specifically at problem prevention or at least impact reduction. 


PITFALL 4: UNDERESTIMATING THE 
DEVIATION FROM THE PAST 

The big, bright, beautiful tomorrow, as reflected in the financial 
forecast of the strategy, may be only a figment of our imagination 
and have no basis in reality. For many years, college pro essors an 
Wall Street analysts have noted a common phenomenon that they 
call the hockey stick effect. This normally emerges when a business 
has been in trouble and has just appointed a new management team. 
The new managers realize that they have a few years to prove their 
ability and that they will be forgiven if they show losses or poor re¬ 
sults during the first year or two. Thus they will take the opportu¬ 
nity to write off everything they can, which sends the slope of the 
earning curve down. This, the new team reports, is necessary to get 
future results and rejuvenate the business. However, they stress that 
the downturn is only temporary and that in a few years sa es wi 
move upward and take off like a rocket. If you were to plot this 
pattern, it would look just like a hockey stick-hence the name. 
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Theoretically, there is nothing wrong with this argument. Nor¬ 
mally a busmess must be cured if it is sick, and this causes less profit. 

owever, the optimistic outcome predicted by the hockey stick 
ettect does not necessarily apply to all businesses. And even when 
such performance is projected from a strategy, there needs to be 
an assessment of how it is to be obtained and whether it looks prob¬ 
able as well as possible. 


Gap Analysis 

There is a simple but effective way to depict the type of perform¬ 
ance necessary to achieve the promised results. This device is called 
a gap analysis. You make this analysis by viewing the future in the 
lght of the past and determining trends that will enable you to 
reach your objective. The charts in Figure 11-1, which show the 
sales and net income results of a hypothetical company, can help 
to demonstrate the technique more clearly. 

f L t°!u at the p3St f ° Ur years of sales and net income per- 
fonnance. In the period 1972 to 1976 sales grew from $3.25 mil- 

SQS rS 11 milIl0n whUe net income increased from 

°P,!° Also note that the sales moved consistently 

in f + a wllole P er i°d while net income was erratic and 

m tact declined m 1975. 

"Hie point to keep in mind is that you want to understand the 
pas so at you can estimate how the future performance may look. 
TTiis is not to say that the future will be a carbon copy of the past 
, ? ' 1 Can e predicted by extrapolation from the past. But you 

do wish to determine how much future change is necessary and 
whether it is possible. 

HaVin / reviewed the P ast > yon will now determine the 
size and shape of the promised results. The forecast shown in Fig- 

Hon J" , - S 1 WiH 111016356 from $ 1 1 million to the $24 mil- 

achievln ‘M neXt , three yearS ’ ™ S grow1h is faster than that 
achieved m the past four years, and the 1972 to 1976 sales are 

incom^ H 50 PerC6nt in ° ne year aIone - 0n the net 

de of J he ledger ’ the growth projected is even steeper and 

muchTter^ d 7 Sh T 3 50 PCrCent gain ‘ Both these curves are 

mean thTt th ^ leVelS than in the P ast Does this 

mean that they are wrong or impossible? Not necessarily. Before 
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Figure 11-1 Sales and net income results for a hypothetical company. 


you make your judgment, you must understand how you intend to 
achieve these objectives. This is the next step in gap analysis. 

Step 3. Figure 11-2 shows the way the gap would be filled. On 
the sales side. Product X is expected to grow from $ 10 million to 
$16 million, a 60 percent increase. This isn’t impossible given the 
growth projected in the number of consumers and the total sales 
in the market. Product A is expected to provide $2 million, which 
isn’t unreal if the company can obtain a source of the product and 
if the popularity of the product among consumers continues as ex¬ 
pected. The last $6.4 million will be obtained from the entry into 
a new product segment. 
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SALES 



$24,400,000 
$ 6,400,000 

$ 2,000,000 

$16,000,000 


NET INCOME 



$1,088,000 
$ 100,000 

$ 268,000 


$ 720,000 


Figure 11-2 How management expects to fill the gap. 

On the net income side, Product X will contribute $720,000, an 

CUirent l6Vel 0f $300 >°00- Product B will provide 
j> 26 8,000 and Product A $ 100,000. 

Thus you now know how the management plans to reach the tar¬ 
get numbers and is m a position to evaluate the assumptions it has 
made which will provide the results. 

Step 4 The process thus far has shown the projected results. 

The next logical question is, Why will the sales and income levels 

be achieved? 

It is assumed that some of the rise in sales will result from mar- 
e growth, share gam, and price increases, and some from new 
products, new market segments, or a change in strategic decision 
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This ties in with the management strategies that were selected. It 
is helpful to group these reasons on a single-page display form, such 
as shown in Table 11-1. 


Table 11-1. Sales gap analysis, Product X. 


Product/Segment 

Factor 

Millions of 
Dollars 

Assumptions 

Product X 

Market 

growth 

4.0 

Market will grow to 
$33 million; we will 
hold 50% of the sales. 
Average price will 
hold, even in face of 
substitute product 
and new competition. 


Market 

share 

growth 

2.0 

Can gain share from 
lesser competitor be¬ 
cause of stronger 
dealer network and 
higher quality. 
Substitute material 
will not hurt current 
product sales. 


Comments: You can see that this analysis helps to clarify how 
much of the Product X sales will result from the market and the 
share of the company. Thus two-thirds of it will be the result of 
market growth with current share and the other third from gaining 
share. If we test these assumptions from the past, we might ques¬ 
tion the validity of gaining share when they already have over 50 
percent. Based on other experience, I might have a serious reserva¬ 
tion about the price holding for a product which is declining as per¬ 
centage of the total and also coming under increasing pressure from 
the substitute product. 

Comments: Product B (see Table 11-2) means a brand new bah 
game for the company, and so the past doesn’t provide much guid¬ 
ance. The company has made several fundamental assumptions 
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Table 11-2. Sales gap analysis, Product B. 


Product/Segment 

Factor 

Millions of 
Dollars 

Assumptions 

Product B 

Share 
in new 
segment 

6.4 

Can obtain source of 
private brand prod¬ 
ucts from quality 
supplier. Can use 
existing sales force. 
Own brand name 
will pull through 
new product. 


which, if wrong, will be costly. There are considerable differences 
between selling Product A and Product X, and these differences 
must be recognized. Can the salesmen increase the Product X vol¬ 
ume, while at the same time selling the new product and the one 
substituting for Product X? 

The analysis of net income growth follows the same pattern. The 
difference lies m those factors which can contribute to this growth. 
Normally income is affected by: 

Cost reduction 
Productivity increases 
Pricing increases 


Volume 

Materials and purchasing savings 
New markets and segments 
Substitution of materials, processes 
Tax changes 


Unusual sales of property, assets extraordinary 
Extraordinary Income (like licensing) 

W \ h r C ° mpleted sap analysis of the hypothetical 

the S Jrt o 0W ,T e feel about the probability of its achieving 

the promisedjesolts. If we were considering a loan to this com- 

natiL th i baS i ! ° f What “ s mana 8 e ment has told us and the eval- 

dmihffM rh a . Ve . d ° n & u We would havc to conclude that it is highly 
btful that it will be able to perform as its management would 
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like. Thus, this company might not be a good investment. Even if 
the sales and net income targets are met, the returns on sales and 
investment are only in the medium range, and if you believe that 
these two are optimistic forecasts, our decision would probably 
have to be no. The explanations of how the sales and net income 
gaps will be filled should be done separately. 

You can also record the major programs which will contribute 
to understanding the key actions to produce sales or net income. 
Programs are equivalent to the key operating strategies, and the 
last column surfaces the assumptions underlying the required re¬ 
sources and your ability to obtain and use them. 

The value of this approach goes beyond its usefulness in assess¬ 
ing the odds of reaching the financial objectives. It is also a means 
for management to tie financial results, plans, and assumptions to¬ 
gether. The critical assumptions on which the business is built are 
identified. These are the ones that need to be monitored and that 
may require contingency plans. 


PITFALL 5: PLANNING FOR TOO MUCH TOO SOON 

Attempting to make too many changes too quickly is a deadly pit- 
fall. We see this danger threatening our fictitious company in the 
preceding section. The marketing organization will be asked to in¬ 
crease the number of dealers, continue to sell its existing product at 
the same price levels, enlarge the product offerings to include a 
substitute product, and move into a line that is completely outside 
its experience. If we were to examine the changes required of the 
rest of the company’s functional area, we would see heavy demands 
being placed on them too. The manufacturing group must increase 
automation, expand machining equipment and skills, and leam new 
materials processing. The changes aren’t reserved to these functional 
areas; the entire management level team will also be in a state of flux. 
New positions must be added, new organization elements established, 
and new people from outside the industry and company recruited. 

In a situation like this, it is very likely that the strategy will never 
be implemented as planned unless the complexity and degree o t e 
changes are fully understood and taken into account in the execu- 
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tion of the strategy. For instance suppose management could de- 
ermme the optimum sequence of events and make provisions to 
have the most important tasks done first and the less important 
ones delayed. This indicates that timing must be considered and 
modifications based on criticality. Thus the fact that the company 
is biting off a big mouthful doesn’t mean that the strategy must be 
anged, but it does suggest strongly that timing and execution 
may be the key to success. 


PITFALL 6: MISMATCHING HUMAN 
FACTORS AND STRATEGY 


Although the thinking process you’ve followed in formulating 

stra ^ egy bas re Quired that you carefully scrutinize the critical 
skills needed to meet opportunities and threats, your human re¬ 
sources should also be reviewed. If the original evaluation was a 
conscientious job, the task won’t be that difficult and will consist 
more of a check than of a detailed recapitulation. 

You begin this review by asking yourself, “What kinds of people 
wi I require to implement this element of strategy, and are they 
currently available?” The same question pertains to the system of 
organization and the systems of measuring and rewarding employees’ 
performances Is there a match between the strategy and the systems, 
and if not, which should change? 

Numerous books describe the results of a mismatch between peo¬ 
ple and strategy and between strategy and organization methods. 

ese issues pertain to all functions in an enterprise and all per¬ 
sonnel levels from the top down. A strong, aggressive entrepreneur 
will have great difficulty executing a plan that requires him to focus 
on administration and cost reduction; he will have even greater dif- 
icu y iscontinuing operations. I once observed a young manager 
move a business that he should have been harvesting into the invest/ 
penetrate category because he was not willing to pursue the goal 

^If T u n the ° th6r Side ° f the coin ’ an administra- 
in !l ° d e ! der h3S COnslderable trou ble expanding a business 
T ! ir0nment requiring entrepreneurial risk taking 
But the need for matching human resources isn’t restricted to 
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just the management function; properly selected and motivated 
people are necessary for the engineering, manufacturing, market¬ 
ing, and financial aspects of a strategy. Will the designers be forced 
to perform as followers when they have been innovators and leaders? 
Will the manufacturing professionals be asked to automate and turn 
to volume output at the expense of the handcrafting and quality of 
the past? Will the finance people be required to focus on financial 
analysis and forecasting rather than the accounting and bookkeep¬ 
ing tasks they are accustomed to? 

Theorists argue that free-form organization is to be preferred to 
the more traditional, tightly controlled structures of the past. But 
it is impossible, I assert, to know what type of organization is best 
if you don’t understand the strategy selected. This means that orga¬ 
nization must be adapted to meet the dynamics of the movements 
toward objectives and not determined in isolation. For example 
suppose that a company wants to enter a new market that is cur¬ 
rently occupied by large, financially stronger participants. This 
may mean that the management team will have to be quick and 
flexible in its actions. In this case decentralization and a loose form 
of organization will obviously be best. In other situations the game 
will require a tight control over expenses and cash flow, in which 
case the preferable type of organization will be closer to a hierar¬ 
chical, centralized form. The point is that you need to know where 
you are going and how you will get there before you decide how to 
organize. 

Performance evaluation and reward systems should also be tail¬ 
ored to fit the strategy. If you have decided to follow a high-quality/ 
low-volume thrust, your salesmen and managers must be rewarded 
in such a way as to make this happen. There are cases where the strat¬ 
egy called for a restricted share but the measurement system rewarded 
those who obtained large volume and high share, regardless of the 
profitability of the others. Concentrating on short-term results de¬ 
mands performance standards that are different from those aimed 
at the long haul. An invest-to-penetrate business should be empha¬ 
sizing market share and position. This will only happen if salaries 
and other incentives propel managers toward these objectives. If 
there are too many performance criteria and their relative impor 
tance isn’t made clear, management will either become paranoid or 
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merely average the total. Again the question that needs to be 

is whether the current rewards will produce the results promised by 

the strategy. 

There are other pitfalls besides the six we have just examined— 
a miscalculation of customer needs, inattention to macroenviron- 
mental trends, a failure to spot a critical resource deficiency, and 
so on. Strategy reviews can be conducted in these areas as well. 
Each review looks at your objectives from a different standpoint, 
an just as when you take a picture from different angles, each will 
yield a perspective not visible from any other sight line. For this 
reason, when I do strategy reviews, I try to use as many of the proc¬ 
esses as possible. This doesn’t mean that each will be pursued to 
the same depth, but all will be performed to some degree. I recom¬ 
mend this practice. Further, let me again counsel the use of an out¬ 
side consultant to add objectivity and completeness to your reas¬ 
sessments. 


NONPROFIT STRATEGY REVIEW 

Strategy review is equally useful to nonprofit institutions. Let’s 
see h°w our six pitfalls endanger them. 

There are many cases where an organization’s planners have made 
assumptions about the environment and their resources that have 
provedmcorrect or inconsistent with their strategy. Until recently 
school boards counted on a continuing increase in students. They 
also assumed that their communities and the taxpayers would sup- 
port education first, spending whatever the school administrators 
ough it took to provide quality education, and they equated ed- 
uca ion with bigger facilities, more equipment, more teachers, and 
so on.^uddenly, they awoke to two changes. First, the number 
of students was declining. Second, education budgets were being 
eriously questioned. The assumptions underlying the objectives 
expansion had not been challenged, so that numerous school 

workable. 1111 CaUght with strate g ies that were no longer 

Competitor response review may not be relevant to all types of 
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nonprofit endeavors, but many do need to evaluate competitive re¬ 
actions. What happens when private institutions move into the pub¬ 
lic turf? The field of education provides a well-known answer. 
When private and parochial schools sought part of the tax dollar, 
which was to come out of the public schools allocations, several 


emotionally charged issues emerged and competition was fierce. 
The reverse can also be seen—situations in which nonprofit and 
public-supported institutions move into those areas which were the 
sole concern of private, non-tax-supported organizations. The key 
point in either case is that nothing is static and competition must 


be anticipated by all institutions. 

Stakeholders’ expectations are also important to the nonprofit 
corporation. In fact, they may be even more critical, since the 
nonprofit institution depends heavily on goodwill. The reactions 
and expectations of stakeholders may prevent execution of a strat¬ 
egy and even threaten the survival of the organization. 

Suppose a national organization decides to become more selective 
in the groups it serves or begins to concentrate on a specific geograph¬ 
ic region to the exclusion of others. In a sense this is what many ^ 
Catholic religious orders did when they recognized that they couldn t 
staff all of their schools. Thus, they chose to close some schools and 
to concentrate their declining resources on the others. 

Regardless of the orders’ reasons and whether their decisions 
were correct, many stakeholders became upset and reacted negative¬ 
ly. Certainly parents with children in the affected schools became 
unhappy. This is always the case with a retrenchment strategy. But 
other stakeholders—investors of two types-were also disturbed. 

The first group included those who contributed to the schools and 
the Church, some of whom stopped giving. The second group con¬ 
sisted of the banks and lending institutions involved, which were 
concerned because empty buildings meant further financial drains 
on already declining assets. The members of the religious orders 
also were affected and responded in various ways, some leaving the 
order and some leaving teaching entirely. And not only did the or¬ 
ders lose those members but, because of the adverse publicity, also 


found it difficult to attract new members. 

The lesson to be learned is that understanding stakeholders and 
assessing their potential impact is very important, regardless of 
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whether your objectives are related to profit or nonprofit ac¬ 
tivities. 

Projecting past trends into the future is another procedure that 
is beneficial to profit and nonprofit organizations alike. Non¬ 
profit organizations which depend on annual fund-raising drives, 
for example, can use assumptions about past contributions to help 
determine the probability of meeting goals. Let’s look at the gap 
analysis for this purpose in Figure 11-3. 



Figure 11-3 Gap analysis for fund raising. 

The projections call for a doubling of contributions in five years and 
a 66 percent increase in soliciting costs. Let’s examine how the 
additional revenue will be provided: 


Corporate giving $100,000 

Major gifts 25,000 

Individual donations 75,000 

$ 200,000 

The increase since five years ago breaks down this way: 


$ 60,000 
10,000 
30.000 
$ 100,000 


Corporate giving 
Major gifts 
Individual donations 
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The rate of growth of total contributions is the same in both 
periods, but major gifts and individual donations are expected to 
increase faster than corporate gifts, though these will continue to 
make up the largest source. The figures prompt the question of 
why and force key assumptions to surface. Most likely these relate 
to rising incomes and the donors’ continuing recognition of the or¬ 
ganization’s worth. Like the businessman, the nonprofit leader 
should explore the income gap and prepare contingency plans if 
any assumptions seem shaky. 

Nonprofit organizations too can try to change too rapidly in too 
many ways. I recall the case of a university that opened two new 
colleges, one of which was highly experimental, at the same time 
that it was building a new campus many miles from the main cam¬ 
pus and in a state where it had not previously operated. It was also 
attempting simultaneously to upgrade its faculty and change its 
institutional image. Within less than 10 years, both new schools 
were closed, the new campus was insolvent, the new and old faculty 
both were dissatisfied, and the university’s image had deteriorated. 
Undertaking this magnitude of change brought the institution close 
to disaster. 

Moving into a new social service, a new medical specialty, or a 
new type of educational endeavor without the right mix of people 
and strategy can be equally disastrous. New areas and ventures are 
exciting but normally require talents not presently in the organi¬ 
zation. Because someone is an experienced specialist in one field, 
this doesn’t qualify him for another. An excellent golfer isn t 
necessarily a competent tennis player. 


APPLICATION TIME 

Now that I have outlined the type of reviews I have used to eval¬ 
uate the consistency, viability, and feasibility of strategies, it would 
be helpful for you to think about your own situation and apply the 
reviews. I have emphasized that each review looks at the strategy 
from a different perspective, and therefore the reviews as a group 

should provide a variety of insights. 

Begin by reconstructing assumptions based on the implications 
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of the strategy formulated. Ask about each element of the op¬ 
erating strategy, such as the conception and design of the products/ 
services you plan to offer, and think through the implicit and ex¬ 
plicit assumptions which relate to the environment, competition, 
and resources. Do the same thing for the marketing, financial, pro¬ 
duction, and management elements and then evaluate the assump¬ 
tions m the plan in terms of your analysis. Do they make sense? 
Have you changed the assumption base without realizing it? Do 
you wish to revise the strategy or accept the new assumptions that 
you have made? The key is to be consistent and recognize the real 
assumptions underlying the strategy you have chosen to follow. Re¬ 
member that there isn’t a right or wrong assumption-there are only 
mconsistent assumptions. 

The second review compares your strategy with the one you be¬ 
lieve your key competitor will follow. This will force you to look 
objectively at both and determine whether your strategy will do 
what you expect of it. Again, this doesn’t mean that you should 
change your mind. The review will merely point out where you are 
vulnerable and whether your competitor will react in a way that can 
hurt your chances of success. Remember this: The fact that you 
and the competitor decide on different strategies doesn’t necessarily 
mean that you are smart and he is dumb. The differences may be a 
result of different resources, objectives, or desired results. Nor 
should you be disturbed that he has chosen another way. In fact 
1 s more disturbing to find that a key competitor intends 

to tollow the same course of action or to move simultaneously to¬ 
ward the same target. The key questions are these: 


■ Which competitor are you aiming at? 

■ What is this competitor’s strategy? 

■ How does your strategy compare, that is, where are there 
similarities and differences? 

■ Do you wish to change any of your key operating strategies? 

,, Stakeholder review assures that you haven’t overlooked a group 
at has the power to prevent successful implementation of your 
plan. If you used this approach to develop your objectives and as- 
sist in ^e final selection of the strategy, it may be redundant to do 
a stakeholder review. If you didn’t think about stakeholders, then 
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this review should be high on your list. Some key questions to ask 
include: 


■ Which stakeholder groups have the most influence on success¬ 
ful implementation? 

■ Which of these high-impact stakeholder groups will be adverse¬ 
ly affected by the plan as a whole or by any specific elements? 

■ Is the impact so threatening that the group will take action 
that can inhibit execution or prevent the desired results? 

■ What can you do to counteract or minimize these stake¬ 
holders’ impact? 


Gap analysis evaluates the anticipated effect of the strategy on 
the financial performance of the business. It enables you to con¬ 
sider how specific strategic elements and programs will contribute 
to sales, income, and even cash flow. Start by plotting your sales 
and net income for the past five to ten years. Be sure that y°ug° 
back far enough to assure that you illustrate normal growth. Next, 
plot what you expect to achieve in the next five- or ten-year perio 
The period you choose for the future should relate to the industry. 
Next, identify the gap between where you are now and where you 
think you will be. By the way, it will be helpful if you plot & o 
the figures in constant dollars, which are not affected by inflation. 
If instead you use current dollars, then it is important to estimate 
the impact of inflation, deflation, or even devaluation of the 
dollar. 

Once you have estimated the difference between where you are 
now and where you expect to be, you should explain how the gap 
will be filled. How much of the change will be a result of merely 
keeping up with the industry and how much will come from share. 
What will be contributed by offering new products, moving m o 

new market segments, and so on? 

Next to each element contributing to the change, you should list 
the key assumptions you have made. For each assumption, no e 
whether or not it is based on past events. If the assumption is a 
on your premise that future events will differ noticeably from past 
ones, explain why you think so. For instance if you are assuming 
the market will grow faster than in the past, why do you think so. 
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This list of assumptions will help you very much to monitor your 
performance and to provide for contingencies. 

Finally, perform the same task for the programs which will con¬ 
tribute the most to your financial results. This programs list will 
illustrate where your greatest challenges lie. 

The extent of change” review looks at the degree and type of 
change. It asks what changes are required of you, your key mana¬ 
gers, and the workforce. Are you expecting a change of emphasis 
or a completely different type of behavior? Are you forcing the 
organization to undo the past and adopt new habits or perceptions? 
Is this change restricted to one part of the organization, or does it 
permeate the entire organization? Remember a simultaneous change 
in all levels of strategy will require a great deal of time and your 
personal attention. 

Human factors follows the last analysis and probes the type of 
people, the organization, and measurement systems. Do you have 
the required number and quality of personnel? Is the current or¬ 
ganizational structure appropriate to the new strategy? What about 
your compensation, incentives, and reward systems? 

Remember that each of these reviews will require time, objec- 
twity, and a different type of thinking. Don’t be too ambitious. 
Select the reviews you think will pay the best results. I think it 
is better to use one or two of these completely than to be superfi¬ 
cial in applying them all. 


12 

TH€ C ASe FOR 

rONTIlN(?rHCV dL€RT SYSTEMS 


Over and over again I have stressed that strategy is aimed at the fu¬ 
ture and built on assumptions. Assumptions are the platform or 
foundation of strategy. As with a house, if the foundation blocks 
come loose or slip, the structure will ultimately fall to the ground. 
Everyone knows this, but most of us tend to ignore it and begin to 
equate assumptions with facts. We therefore give little thought to 
contingency plans—what we should do in case of a damaging van 
ance from our suppositions. 

The reasons for this are easy to understand. We make our as- 
sumptions early in the strategic thinking process (as m any planning 
approach) and then subject them to review, argument, and modi¬ 
fication. Because of all this and an unconscious concern that if 
we are wrong all our planning may be in vain, our minds put the 
uncertainty aside and raise the likelihood that the assumptions will 
occur to a high level. Thus it is important to take one more look 
at the assumptions and force ourselves to ask, “What if reality turns 
out different?” This is your starting point for budding a contin¬ 
gency alert system. . 

To do an efficient job of thinking through plans for handlmg var - 
ances from assumptions, I would recommend the following steps: 

1. Select your assumptions discriminately. Concentrate on those 

that have the most leverage. 

2. Formulate other probable “what ifs.” 


223 
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3. Develop your tracking plans for keeping tabs on variances 
from your key assumptions. 

4. Carefully define the triggers, and assign responsibility for 
monitoring them. 

5. Outline the options; don’t formulate them in detail. 

SELECT YOUR ASSUMPTIONS DISCRIMINATELY 

You can’t monitor all assumptions. No one has enough time or 
resources to do this. Further, it isn’t really worth the effort since 
some assumptions are not that important and others can be dealt 
with readily on the spot if and when they are proved wrong. So as 
with your strategic options, you should be selective in your con¬ 
tingency survey. 

There are three criteria that you can apply to help uncover the 
assumptions you should lay contingency plans for. These criteria 
are the impact on your results if an assumption is wrong, the degree 
of confidence you have in the suppositions, and the degree of influ¬ 
ence you have to make them come true. 

Impact 

If you used some of the review techniques described in the pre¬ 
vious chapter, you have already determined which of the assump- 
tions has the greatest importance for your objectives. Gap analysis 
points out the key factors that affect whether net income and sales 
forecasts will be met. If a market doesn’t grow so fast as you antic- 
Ipate or you do not obtain the share you expect, your sales and in¬ 
come will fall below your targets. Further, there are specific as¬ 
sumptions you have made about the users, competitors, dealers, 
and so forth on which you based your quantification of results. 

Each of the techniques of strategy review highlights a different 
aspect of the assumption platform and helps you identify the risk¬ 
iest elements. 

Your impact evaluation should reflect on positive as well as neg- 
ative contingencies. For instance a variance in events may result in 
a bigger opportunity than anticipated. The market may grow faster 
than expected, giving you larger potential sales. This possibility de- 
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Influence 

People and organizations outside your own enterprise are diffi¬ 
cult if not impossible to influence and are ordinarily never within 
your control. For example many strategies call for some type of 
lobbying at either the state or the federal level of government. These 
efforts often fail to produce the desired results, and yet they are 
sometimes assumed to be automatically effective. This is not to say 
that lobbying should not be tried, but it does require careful plan¬ 
ning and usually the cooperation of many other interested organi¬ 
zations. To take another example, even the degree of control 
managers have today over their own workforce is less than that ex¬ 
ercised by businessmen two or three decades ago. Employees are 
less likely to follow an order to the letter, and more and more 
often they seek an explanation of it before they will act. 

The point is that assumptions should be scrutinized to determine 
how much power you have to influence events in their favor. Those 
you have little control over may be worth including on your contin¬ 
gency list 

When you have applied the three criteria to your assumptions, 
you can decide how much each forecast needs a contingency plan, 
as Table 12-1 illustrates. 

Table 12-1. Rating your assumptions. 


Assumptions 

Impact 

Rating 

Confidence 

Rating 

Influence 

Rating 

Need for 
Contingency 
Plan 

Dealers will 
carry our 
new line. 

High 

Medium 
(Source: sales 
force inquiry 
of dealers) 

High 

Low 

Competitor X 
will exit from 
the medium- 
price market 
segment. 

High 

Low 

(Source: 

market 

manager’s 

judgment) 

Low 

High 
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As you can see in this illustration, one assumption is rated high 
for impact, medium for confidence, and high for influence, while 
the other evokes low confidence and is less within control. It is 
thus not critical to outline a contingency plan for the first, but 
the second requires one. The next task is to determine how accu¬ 
rate the components of the critical assumptions are. 


FORMULATE OTHER PROBABLE "WHAT IFS" 

After the critical assumptions have been identified and ranked, 
the “what if’ questions should be raised. There are some who ar¬ 
gue that the most optimistic and pessimistic assumptions should 
be probed, stressing the need to prepare for the extreme possibili¬ 
ties as well as the most likely. This is an interesting exercise but is 
otherwise a waste of time. I prefer that we think only about the 
probable possibilities. 

Let’s go back to Table 12-1 and the dealers receptivity to your 
new line. Assume further that the sales force inquiry has turned 
up a 95 percent acceptance ranging from enthusiastic to lukewarm. 
This is the basis for the medium rating on confidence Now, it 
might be useful to think about the effect of only a 75 percent ac¬ 
ceptance. Many dealers carry multiple lines of merchandise, an 
if they aren’t convinced that your new line is up to their standards, 
they can easily change their emphasis to competitors pro uc s. 

In the long run this may mean that your position with them wi 
decline, and it may even result in the loss of some of your top 
dealers. Thus you think through the consequences of the modified 
assumption so that you can decide whether you should beWared 
to change your plan or construct an alternative approach if the lev 
of optimism is inaccurate. 


DEVELOP YOUR TRACKING PLANS 


Deciding the how of your tracking procedures during the imple¬ 
mentation phase of the strategy is the focus of yourtrackmgp , 
also called the monitoring plan. This step requires that you first 
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specify the type of information that will enable you to know 
whether you are on target or not. In the case of the dealers in 
Table 12-1, this may mean surveys of end users that probe the rea¬ 
sons they are purchasing the product and further questioning of 
dealers to find out why they are enthusiastic or lukewarm. It may 
also require the services of outside agencies to collect data about the 
dealers sales approaches and brand preferences. The second method 
involves the question of the reliability of the source of as well as the 
information itself. Will the source seek information directly or 
merely draw inferences from less specific mediums such as the news¬ 
papers? If we don’t assess the source correctly, we may obtain mis¬ 
leading or inapplicable information. 

You must next decide how much you want to spend on your 
tracking system. There is a whole area of decision theory dedicated 
to the question of the value of information. How much is it worth 
to you in dollars, time, and manpower to keep abreast of your en¬ 
vironment or the condition of your resources? Information may 
be so difficult to obtain or so unreliable that it doesn’t justify the 
effort required to collect it. 

Finally, who is to be responsible for the monitoring? What will 
the person or group do to communicate the state of affairs? This 
assignment is critical to successful response, and it ties in with the 
next step in contingency planning, defining the trigger that signals 
when the variance from an assumption has reached the action point. 
There have been many cases where information was tracked well 
but communicated so ineffectively that the organization was still 
caught unprepared. 


DEFINE THE TRIGGERS 

Having thought out the system for monitoring assumptions, your 
next step is to identify the triggers that will activate the contingency 
plans. The need for these is obvious, but their definition is not. A 
trigger may be not one event or condition but rather a series. 

A question in point: When should the president of the United 
States change his main strategy for dealing with inflation and use 
an entirely new game plan? Richard Nixon was elected president 
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after campaigning as an economic conservative. He had repeatedly 
stated that government controls were ineffective and that the free 

enterprise system should be given a chance to operate without gov¬ 
ernment interference. Yet he did a complete flip and resorted to 
controls. What were the events that led him to change his mind 
or to put it in our terms, what were the triggers? 

In his case there were several conditions that arose simultane¬ 
ously. First, there was the extraordinary rise in the rate of infla¬ 
tion, which moved out of the normal bounds of 3 to 4 percent 
up to 8 and 9 percent. Then there was unexpected government 
deficit spending. In addition the public was becoming increasingly 
unhappy with the loss of purchasing power and choosing Democra s 
in a growing number of elections for executive and legislative posts 
on all levels of government. So Nixon resorted to changing lus strat¬ 
egy and ordered the imposition of wage and price controls. The 
results of his about-face are now history-a continuing rise m the 
rate of inflation, distress in the business sector, job layoffs, public 


exasperation. . VT . , . 

I’m not trying to develop a case for or against Nixon s action , 

but they do serve to illustrate how complex triggers can be and 
how extreme the response they may provoke. Nixon’s reaction 
was to abort his prime economic strategy. Not all contmgency 
plans entail such radical change, of course; nor are triggers neces¬ 
sarily multiple or complicated. For example the fact that your 
competitors do not follow your new pricing policies may mean 
simply that you revert to a level halfway to the old levels, chang¬ 
ing only this element of your original strategy. 

Another aspect of trigger identification is the designation of the 
person or people who will be responsible for initiating the change. 
In the case of national economic policy, Nixon reserved this task 
to himself, even at the expense of having his chief economic coun- 
selor resign and losing support from his major consetva^ 

In the marketing function of a business, the responsibility for price 
changes may be given to the marketing manager or “ ^ 
ordinates. The point is that someone must be made accountable 
in advance so that the contingency plan can be implemented. 

The Pearl Harbor fiasco illustrates what can happen when trig¬ 
gers are either not set or ignored. There is considerable evidence 
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that the possibility of a Japanese attack was recognized and that 
contingency plans had been developed. One of the problems was 
that no one was really sure who was responsible for the execution 
of these countermeasures. In fact, there are reports that indicate 
that the written plans were locked in a safe and the authorized of¬ 
ficers were not available when the Japanese activated the trigger 
by launching their attack. 

Of course. Pearl Harbor may also demonstrate that triggers can’t 
be set which are so close to the event or condition that there isn’t 
a chance to do anything to minimize the impact except perhaps 
to run. The point to keep in mind is this: To be useful, triggers, 
like any other early warning system, must provide sufficient lead 
time. 

With your triggers identified and monitoring responsibility as¬ 
signed, your contingency alert system is fully operative. It will 
enable your organization to change direction if and when this be¬ 
comes necessary. By providing thought-out responses to variances 
from key assumptions, the system gives you the lead time and the 
means to minimize the impact on promised results. 


PROVIDE OPTIONS NOT PLANS 

I have mentioned the need to have a plan of response which 
will be executed at the optimum time. Actually, this may be 
somewhat misleading. What I mean is not that you should prepare 
a detailed plan but that you should give some thought to the op¬ 
tions that are available. It is important to remember that any plan 
should be aimed at the cause of the problem and not at the symp- 
toms. Suppose that you have a complete, well-developed plan to 
handle a contingency and that the plan is based on one set of as¬ 
sumptions about the causes of such a problem. If your assump- 
tions are wrong, any response you would make to resolve such a 
problem might do more harm than no response at all. Having a 
varied set of options available, however, would give you more flex¬ 
ibility and allow you to quickly choose the response that seemed 
most appropriate to the actual problem. 
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CONTINGENCY PLANNING 
FOR NONPROFIT INSTITUTIONS 

Contingency options are equally important for the nonprofit or¬ 
ganization. A hospital director may build his strategy on the as¬ 
sumption that Blue Cross or Blue Shield will obtain permission 
from the state commission to raise its rates. But suppose the com¬ 
mission grants only 50 percent of the requested amount or delays 
the approval for six to nine months. This may allow the Blues to 
reimburse the hospital only partially, which in turn may significantly 
reduce the hospital’s cash flow. What are the options that the hospi¬ 
tal could adopt if the assumption of total reimbursement was incor¬ 
rect? How could the hospital trigger a change in its strategy before 
it was too late and it ran out of cash? 

Universities, too, make assumptions which may prove incorrect- 
assumptions about the size of the student body, the professional¬ 
ism of the faculty, and the continuing financial support of founda¬ 
tions, alumni, and government. What if the number of students 
dramatically increased in some disciplines and dropped off in 
others? This would mean the wrong mix of faculty and facilities. 

On the other hand, what if the government wanted to provide more 
funds for special research? Or a large company moved into the area 
and needed university training for their engineering or professional 
staff? The point I am making is that contingencies can be positive 
as well as negative and the lack of preparedness can mean a missed 
opportunity. 

The 1975 fiscal crisis of New York City is an excellent example 
of the need for contingency options and for recognizing the com¬ 
plexity of making decisions. The “what if’ question that should 
have been anticipated was the inability to continue obtaining fi¬ 
nancing. It was painfully apparent that options were not thought 
through. The crisis was compounded by the fact that the mayor s 
authority to change strategy was limited by the city council and 
even the New York state legislature. In institutions where author¬ 
ity or ability to act is restricted by law or the constitution, triggers 
should be set far enough in advance to provide the lead time to get 
the approvals necessary to avert a catastrophy. 
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APPLICATION TIME 

Throughout this book I have stressed your need to think alterna¬ 
tives through and then select the one you .prefer. If you have been 
following this advice, you will have developed alternate investment, 
management, and operating strategies. Since you have already dedi¬ 
cated time and effort to this development of alternatives, you may 
find it beneficial to review them to determine whether any could 
be used as contingency options. The reward of having alternatives 
is that you may have already completed your contingency option 
list. 

If, on the other hand, you need more help in developing those 
options, take a close look at the following example of an education 
equipment manufacturer. As you read through the example, apply 
the procedure to your own needs. 

This manufacturer has developed a marketing strategy based on 
the assumption that its state government will continue to provide 
aid to local schools to purchase remedial language installations. 

The state has allocated more than $3 million a year to this effort 
in the past five years, and the company anticipates that the allo¬ 
cation will continue at this level for the next three years. As a re¬ 
sult it plans to add new plant capacity in the state capital area to 
produce the language equipment. It has had 50 percent of that 
market segment, and this accounts for 30 percent of its total sales 
and 25 percent of its net income. 

Using this and other information, the company constructs a 
contingency alert system as follows. 

Assumption. The state government will provide $3 million per 
year for the next three years for remedial language equipment. 

Impact: If the assumption is incorrect, this will seriously hurt 
the company’s sales and net income. Conclusion: high impact. 

Confidence: This assumption is based on past experience. 

There are conflicting reports on the total education aid budget, 
especially with the change of administration in the state. The 
allocation could be half of the original. Conclusion: low to 
medium confidence. 
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Influence: This is a small business and has no lobbying effort. 

Other companies in the education business are much larger, and 
they will be interested in preserving their segment size. Conclu¬ 
sion: low influence potential. 

Need for contingency plan: This is a must for contingency 

planning. 

What if? The state may cut the program budget in half and spend 
the balance on teachers rather than equipment. 

Impact : Sales down by 25 percent and net income much smaller 

than projected. 

Confidence: This is a more pessimistic possibility of what the 
state government might do. It is based on scattered but mounting 
opposition to the program in the legislature. 

Tracking. Full monitoring is needed because of the high impact of 
both assumptions. 

Information: 

Government expenditures for education. 

Budget proposals submitted by state officials. 

Pressure groups that can influence the expenditure. 

Local school remedial language programs. 

Sources: 

Budget documents. 

National Education Association publications. 

Speeches by educators, especially the head of the state Depart¬ 
ment of Education. 

Speeches by state officials, especially the governor and his 
major opponents. 

Reports on education to the legislature. 

Documents of special interest groups. 

Budget: $4,000 for the purchase of publications and visits to 

the state capital. 

Responsibility: One marketing employee assigned full time. 
Communications: Marketing manager will submit a monthly report. 

Triggers. Three major warning signs exist: 

1. The preliminary budget calls for less than $3 million in remedial 

language aid. 
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2. There is public indication that top state officials are changing 
their commitment to this activity. 

3. Reports by top educators charge that remedial language labs 
are not meeting learning objectives. 

If any of these trends develops into an active threat, one of the 
following options may be executed: 

1. Tie in with other manufacturers to lobby for education funds. 

2. Promote the value of remedial language labs among local 
school authorities across the state to stimulate them to apply 
pressure in the state capital. 

3. Promote the use of general language equipment for advance¬ 
ment of skills and possibly for foreign language learning. 

4. Do a feasibility study of strategies for entering other geo¬ 
graphic markets or possibly the college market. 

Strategic implications. Continue to base the strategy on the assump¬ 
tion of $3 million in funding but be prepared for change. The respon¬ 
sibility for change lies with the marketing and manufacturing managers, 
subject to final approval by the president. 
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strategy is understood 

and those who must continue to alio strategy to 

for success. The P roblem * ^ ^TtoS^denrtand it. I have 
these decision makers and insure th J md eyen think 

known many businessmen to un mistake . It may me an 

it is an unnecessary luxury. This unattended. There are 

that all the work should investors put their money 

two questions to think about, w y understand 

or managers their efforts into your how can 

what you are doing and what they wiU 8 understand? 

managers below you implement something they don un 
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In this chapter I will provide an illustration of a strategic sum¬ 
mary. This summary may be used to communicate to your inves¬ 
tors, whether they are higher-level management in a diversified 
company or bankers or backers outside the company. In addition, 
it will be useful as a means of familiarizing your subordinates with 
the strategy so that they can implement it effectively. Finally, 
since it will highlight the key elements of the strategy, including 
assumptions, programs, and contingencies, it should be extremely 
valuable for monitoring and tracking performance. In short, this 
concise document provides the means to manage by strategy, not 
merely by objectives. 

The illustration portrays only one way to summarize. The way 
you select should fit your business situation and the message you 
wish to convey. As in a book, the style should fit the subject. 


WHAT TO INCLUDE 

A strategic summary should include the answers to the following 
questions: 

■ What type of business have you chosen to be and how does this 
compare with what you have been in the past (your vision/ 
mission )? 

■ What are the key assumptions you have made about your en¬ 
vironment and your major competitors (environmen tal as¬ 
sumptions ])? 

■ What are your investment priorities (investment strategy )? 

■ What is the lead thrust for each of your segments (manage¬ 
ment strategy /segments) 1 ! 

■ What are the major programs that will enable your strategies 
to work (operating strategies )? 

■ What are the results, costs, risks, and other key objectives and 
goals that will be achieved ( objectives/goals )? 

■ What if the trends and events that actually occur are different 
from the assumptions you have made ( contingencies )? 

To clarify how each of these questions is presented, I will illus¬ 
trate the key sections as they might appear for a hypothetical con- 
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sumer products company. The numbers and comments do not per- 
tain to any one business situation but are typical of the type of 
formation that may be relevant to a company selling consumer 

products. 

Mission Statement , 

Here is the mission statement of this company, which result 

from, applying the entire process. , 

To continue as the quality leader in the U.S. market and build on 

our strong reputation for quality products and excellent 

The management has decided to remain a product manufacturer 
in domestic U.S. markets, even though there may have been many 
other alternatives from which to select. 

Environmental Summary . , 

Figure 13-1 shows how you can condense the environmen al 

assumptions made about the total industry, the consumer users, 
the market volume and selling prices, retail structure, ^ tech¬ 
nology These are not all the assumptions but those which the 
business managers have identified that wili support the strategic 
decisions and have the greatest impact on the resultSy COsts a 
risks. Let’s examine what the summary tells us about the business 

in the past and, as anticipated, in the future. 

Total industry is expected to grow by $800 million or by 80 
percent in the next five years. Note that all 
Figure 13-1 are in constant, not current, dollars. The sector 
served by the company is expected to grow more rapidly and to 
represent 12, rather than 10, percent of the total. 
ment isn’t planning to move into the other sectors, it ha P 

^The^nsumetusers section indicates that the total number of 
consumers will increase approximately 29 percent 
number of men will decline from 3.15 million to 2.9 million while 
the number of women will increase from 1.35 * ' 9 m 

lion This may be strategically important since the styling, type 
of retailers, form of advertising appeals, and so on may^var>'de¬ 
pending on whether the user is a male or female. ^t 
portion of families in the total will also mcrease. This will also 
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Figure 13-1 Environmental summary 
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have an impact and may determine the number of higher-price ver¬ 
sus lower-price units. 

The first two items relate to the total industry and the overall 
sector which pertains to the business; the next three items focus on 
the specific segments in which the company participates. First, a 
historical and future comparison is made of the selling prices, units, 
and total segment sales. Following each exhibit there is a conclu¬ 
sion about the data presented. This is important since the data 
might lead to several perspectives, and it is useful to avoid any mis¬ 
understandings of what the management thinks is the proper inter¬ 
pretation of the information. 

Management expects the selling price to reach an average of $75, 
which represents a 36 percent increase. The increase for the past 
five years was 22 percent. This projection is based on file assump¬ 
tion that there will be more feature and styling emphasis than price 
competition. The predicted change in user demographics also de¬ 
pends on this assumption, because women are expected to be more 
interested in the styling and features than are men. Since more 
families will be involved, there may be a willingness to acquire a 
product which is safe to use and will last longer. Also note that 
the selling prices have been indexed so that they aren t merely a 
result of inflation. Since inflation, a major problem in the past 
few years, is expected to continue, management should not de¬ 
ceive itself that it is in a rapidly increasing market whose only 
growth is a result of inflation. 

Retail structure is vital to this business and therefore has been 
included. The illustration points out that national specialty chains 
will penetrate at the expense of the local shop. Since these chains 
tend to offer the same or an equivalent quality of goods, as well 
as before and after service, they will force the local merchant to 
compete on price. This will affect the margins and the volume o 
orders. It may also impact the type of service the company must 
provide,, as well as guarantees and terms and conditions of pay¬ 
ment. The historical data indicate that though department stores 
and discounters have been growing in the past, their growth is ex¬ 
pected to be stabilized over the next five-year period. 

Technology is a factor which can change the cost of maintaining 
or improving the position of the company in the segments it serves. 
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In Figure 13-1 the company management has illustrated that syn¬ 
thetic materials will increase and the two natural materials will 
decline. Metal however will not decline as much as wood. This 
raises some serious threats to those not able or not willing to pro¬ 
vide the synthetic product. 

Thus, in one or two pages management has summarized those 
assumptions that led to its decision and that deserve to be moni¬ 
tored. Other types of information—such as the customers’ finan- 
cial condition, service requirements, suppliers’ and governmental 
regulations, and so on—weren’t included in the illustration because 
though important, they weren’t considered critical. 

Competitive Situation 

Competition and key competitors are the subjects of Figure 13-2. 
Here the management has noted that there will be fewer but tougher 
competitors. The foreign and multi-industry companies are expected 
to gain ground at the expense of their domestic, single-industry 
counterparts. Though this will result in more concentration, the 
short range will be more aggressive and require financial strengths. 

The summary also describes the investment, management, and 
operating strategies of the company’s three major competitors. 

Since share is a measure of position, the management has provided 
its estimate of market share changes over the five-year period. Two 
of the three competitors appear to be aiming at improving their 
share, while the current market leader is in a hold position. Since 
the leader is merely trying to sustain his position against two aggres- 
sors, you may question how long he will be number one. It is also 
worth nothing that two of the three intend to emphasize market- 
ing, while Company Y is in an innovation mode. Overall, the com¬ 
bination of the changing environment and competitive scene means 
that it will require extensive investment and capable management 
to merely survive. 

Strategic Decisions 

The obvious question to put to the management of the XYZ 
Consumer Products Company now is, So what will you do? This 
brings us to a review of the strategic decisions that have been made. 
Figure 13-3 contains a concise outline of the investment strategy 
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Conclusion 


The number of competitors will continue to be reduced. The number of single-industry 
competitors will decline the most and be replaced via acquisition and mergers by stronger, 
more aggressive multi-industry companies. This will increase the need to provide customer 


Major 

Competitors 

Type 

Investment 

Management 

Operating 

Share 

(anticipated) 
1975 1980 

X 

Domestic 

single 

industry 

Invest to 
hold 

Marketing 

thrust 

New dis¬ 
tribution 
Strong ad¬ 
vertising 
Product 
quality 

20% 

20% 

Y 

Domestic 

multi¬ 

industry 

Invest to 
penetrate 

Acquisition; 
Product in- 
in novation 

New ma¬ 
terials 
application 
New capac¬ 
ity 

Aggressive 

pricing 

15% 

20% 

AB 

Multi¬ 

national, 

multi¬ 

industry 

Invest to 
penetrate 

Marketing 
and distri¬ 
bution 

Distribution 

expansion 

Own sales 

force 

Aggressive 

pricing 

10% 

15% 


Figure 13-2 Competitive situation. 

for the total company and the key segments. The nine-block has 
been used to communicate the decisions that have been made. In 
this case there is only an indicator of the current situation with an 
arrow to point the direction in which the investment will lead you. 
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Figure 13-3 Strategic decisions. 
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Of course, you could use the three or four indicators described 
earlier, when the purpose of the matrix was to make an investment 
decision. Though the nine-block is an oversimplification and has 
its limitations, it does provide a means for management at all levels 
to know what the decision is and the challenge it portends. Figure 
13-3 also contains graphs of the sales and net income forecasts. 

Finally the investment and key management strategies have 
been outlined for each segment. For segment A, emphasis is on 
product innovation to increase share and stimulate volume growth. 
Segment B strategy is aimed at increasing earnings via cos re uc 
tion, and Segment C at combining marketing and new product ap¬ 
plications for holding purposes. This exhibit ties in with the gap 
analysis reviews described in Chapter 11. 

Operating Strategies , , , , „ 

But the question of what management will do has on y been 
partially answered. The next section of the summary fills m the 
operating programs as they pertain to the success faetors^Table 
13-1 represents the operating strategies for a specific; ®«inent of 
the business In practice, there will of course be additional docu¬ 
mentation for the other segments. Each of the ^f ion ^ urce 
areas is included, along with the programs, scheduling, and con- 

‘“STMs segment focuses on product innovation, the other 
functions are programmed to support the 

and design lead. Management has concluded that lt ^ a s1 . r ^ g 
in its design capability but intends to supplement it with a joint 
venture partner. The timing of the production andl marketog P 

grams is built around this engineenng design actlvlt J- , 

be different if the marketing thrust were considered to be the lead 

and the design were to be adapted to meet sales " 

it should be apparent why it is important to specify both the in 
vestment and management thrust. Operating stra 
plement the higher-level decisions and not be ^* 

satisfy the whims of the functional management In thelastcol 
umns I have noted some key contingencies or, if you wish, po 
tial problems. This is the index to the contingency plans and isn 
intended to describe the entire contingency alert system. 
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Table 13-1. Operating strategies, segment A. 


Functional 

Key Programs 

Timing 

Contingencies 

Conceive/design 

Design program, 

Jan. 1976 

Inability to find 

Develop own 

initiate. 


a compatible 

capabilities in 
design and sup- 

Select joint-venture 
partner. 

July 1976 

partner. 

plement with 

Initiate J.V. project. 

Aug. 1976 


joint venture. 

Complete prototype. 

Jan. 1977 

Project delay for 

Complete project/ 
deliver for 
production. 

Aug. 1977 

six months. 

Produce 

Order equipment. 

May 1976 


Add new line in 

Receive delivery of 

Nov. 1976 

New equipment 

existing plant. 

equipment and install. 


delayed by six 

Test equipment and 
train new workers. 

Jan. 1977 

months. 

EEO problems 


Initiate operation. 

Aug. 1977 

with new worker 
selection. 

Market 

Add new distri¬ 

Identify new distrib¬ 
utors. 

Apr. 1976 


bution for the 

Initiate new franchise 

July 1976 

Court decision 

new line. 

agreements. 


prohibiting fran¬ 


Train new sales force. 
Display new line. 
Initiate national sales 
campaign. 

Offer new line. 

Nov. 1976 
Jan. 1977 
May 1977 

Aug. 1977 

chise agreements. 

Finance 

Initiate new stock 

Feb. 1976 

Inability to get 

Use financing 
from new stock 
offering. 

offering. 


20 times earnings. 

Manage 

Use existing 
management. 

Transfer key mana¬ 
gers with technical 
background. 

Immediately 





The Strategy Summary: A Means of Managing by Strategy / 245 


The Payoff: Strategic Results 

Since all strategy is aimed at achieving specific results, it is 1 m 
portant to highlight results in our summary. In Figure 13-4 there 
Le charts of sales, net income, market share, cash flow and two 
return ratios (return on investment and return on sales). 
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Net Income ($) 
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1975 


1980 


Other objectives 

Dealers— Maintain "quality price premium" reputation. 

Top Management-Position company for further expansion. , 

Employees-Retain and develop competent management and other professionals. 

Figure 13-4 The payoff by segments. 

This sales chart elaborates the one found in Figure 13-3 Each 
segment is plotted. The sales from segment A are expected togro 
^represent a bigger slice of the total. Though segment C will hold, 

its sales will increase. On the income side the ^coming 

to be almost the reverse, with the percentage of net income coming 
from segment C declining while that of segment B ts mcreasmg. 
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From a cash flow perspective, management can determine 
whether the segment will be a cash user or contributor. Segments 
in a harvest mode will be cash contributors, and this is what the 
cash flow diagram shows about segment B. Segment C is illustra¬ 
tive of the holding strategy. It is expected to continue to provide 
its share of sales and a slight increase in net income. Since new ap¬ 
plications need to be developed, segment C will require more cash 
than it contributes (shaded area). The point to be stressed is that 
the results should correlate with the strategies, and if they don’t, 
information should be provided to explain why. 

You will recall that an “invest to penetrate” strategy aims at 
sales and will result in poor income and a heavy cash drain. Invest 
to hold is most likely a sales standoff and a contributor to earnings. 
Invest to rebuild should improve sales and decrease short-term earn¬ 
ings. Depending on the rebuilding required, the cash needs could 
be as extensive as or even more extensive than those of the growth 
thrusts. Harvesting strategies are cash contributors and short-term 
earnings generators. But these rules can’t be precise and the volume 
of sales, earnings, and cash will depend on the management strategy, 
the environment, and the current resources. Some companies have 
been able to increase earnings simultaneously with sales, but this is 
the exception rather than the rule. You should analyze any such 
deviations from the norm in order to understand how they happened. 

At the lower section of Figure 13-4, management has listed ob¬ 
jectives and classified them as to the stakeholder it is trying to 
satisfy. The first one pertains to the desired image, the second to 
an attempt to remain flexible, and the third to the management 
and professional staff. To be consistent, the operating strategy 
should have programs which are aimed at making these objectives 
a reality. 

Discarded Opportunities 

The strategic summary concisely articulates the mission, key as¬ 
sumptions, each level of strategy, the results and objectives, as well 
as the major contingencies. This is all that is really needed, but 
you may wish to add one more step which will wrap up the entire 
thinking process. This optional section diagrams the major oppor¬ 
tunities you evaluated but elected to postpone or not to pursue. 
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The listing of opportunities serves two purposes: First, it may be 
monitored and implemented at a later date, and second, it may pro¬ 
vide a list of contingency alternatives which can be executed if re¬ 
quired to minimize profit or cash drain. Figure 13-5 ihustrates this 
type of list. It utilizes a modified nine-block which plots the as¬ 
sessed attractiveness and ability to pursue the opportunity. Since 
opportunities can pertain either to your existing markets, unrelated 
markets, or related markets, they are classified in this manner. Re¬ 
member the more we move away from our own markets, the more 
difficult and risky the opportunity may be. 


Existing Markets 

A Repair services 
B Educating users 
C Dealer f inancing 

D Company-owned 

retail stores 


Related Markets 

a Software 
b New hardware 
c Accessories 


Unrelated 
t Travel services 


Opportunity 

Attractiveness 

H M L 


® ® 


Opportunity 
Attractiveness 
H M L 


O I 5 


Opportunity 
Attractiveness 
H M L 


1 W Q 


Future Potential 

Monitor the dealer financing and com pany-owned retail outlets for posible 
entry at a later date when the economic conditions are more support . 


Figure 13-5 Discarded opportunities. 


THE STRATEGIC SUMMARY FOR THE NONPROFITS 

The summary for the nonprofit institution should contain all 
the same ingredients I have just described, but the emphasis, sp* 
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cific categories, and type of presentation should differ. Let’s briefly 
examine similarities and differences: 

Mission. All institutions will have a mission statement. In many 
nonprofit institutions, this mission will be controversial. Dimension 
of changes in scope, size, variety, location should be highlighted. 

Environmental assumptions. In this section management may 
wish to chart the level of student body, number and type of pa¬ 
tients in the hospital, mix of parishioners in the church. These 
might include assumptions about sources of revenues, such as the 
percentage coming from donations, charges to users (students, pa¬ 
tients), and grants from industry, foundations, and government; 
assumptions about the use of funds, depicting the amount for sala¬ 
ries, capital expenses, energy costs; assumptions about the type of 
services that have been provided and will be provided. Capacity 
and supplier assumptions may also be useful to include. 

Competition. Though nonprofit leaders seem to resist the con¬ 
cept that there is competition, I believe it is important to surface 
and document the nature and type of the competition. This may 
be visualized in terms of the ownership of the competition, such as 
whether the hospitals or colleges are private, public, or quasi-public. 
It is also worthwhile noting the investment and management thrust 
of the key competitors. The capacity addition plans of these com¬ 
petitors may help anticipate the shortage or surplus of capacity. Is 
everyone taking advantage of the same consumer fad, such as their 
desire to become lawyers or engineers or medical paraprofessionals? 
Are all the hospitals in the area trying to become specialized leaders 
and is no one building community ambulatory facilities? 

Investment strategies. This is similar in nature to the business 
portfolio approach and should be done on a segment or area of 
specialization basis. How much growth is anticipated? Is the in¬ 
vestment aimed at the holding of capability? How much invest¬ 
ment is for rebuilding? Is anything being harvested, pruned, or 
exited, or is all the action aimed at adding on and not taking any¬ 
thing out? 

Management strategies. Is the area of specialization going to 
grow, hold, or rebuild because of an innovation in the specialty 
or m the method of disseminating the knowledge or skill? Or is 
it primarily a capacity-led thrust; in other words, will the hospital 
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have more beds or the college more classrooms? Is the investment 
built on marketing and promoting? Do you anticipate the need to 
acquire, joint-venture, or buy know-how? Operating strategies de¬ 
scribe your key programs, which build the understanding of what 
will be done in the conception and design, marketing, production, 
or financing of the product or service you provide. In other words, 
this section highlights your strengths and limitations. 

Results, objectives, goals. Most likely this section will be more 
qualitative, but, as I emphasized before, this doesn’t mean you 
must be generalized. Is the university going to turn out more spe¬ 
cialists or generalists? Is the hospital going to decrease the cost of 
patient care, while maintaining quality service? Do you anticipate 
increasing revenue sources? 

Contingencies. This section will include triggers. Options will 
pertain to the key assumptions and will help to assure that the re¬ 
sults will be met as closely as possible, or to indicate whether the 
objectives need to be changed. 


| APPLICATION TIME 

Take some time to write out your strategic summary, and don’t 
underestimate its importance to the thinking process and its value 
to you. The key to documentation is to be concise. Don’t worry 
about the format in the first pass. If you have trouble being con¬ 
cise and determining the most critical factors, you may not have a 
complete grasp of the business or institution you lead. There isn t 
any question that things are complex, but avoid the excuse that 
“my business is too difficult to summarize.” Stick to the job and 
keep asking what is important and why. In a sense this is the final 
exam, and if you fail, it may mean that you need to repeat the 

thinking process in whole or part. 

Though the form of the summary is secondary to the substance, 
it isn’t insignificant. This summary must communicate effectively. 
If your investors don’t understand what you are going to do, why 
you intend to do it, and what its results will be, then they may 
withdraw all or some of their support. Communicating downward 
is equally important, and again if the presentation confuses the 
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implemented, they will implement poorly and have a negative im¬ 
pact on results. This document can be a powerful guide, but if it 

is too long, too complex, or confusing it will have only a limited 

value. 

The message, then, is to complete the process and document 
your findings and strategies. 




_ epilogue 

COfICePTS TO PGCdLL 


As this book comes to an end, I thought it would be useful to sum¬ 
marize key ideas that have been covered. This will enable you to 
determine where and how you wish to promote the strategic think¬ 
ing process in your organization. 

Vital to all institutions, . Strategic thinking is necessary to all in¬ 
stitutions. Profit objectives are convenient measures, but whether 
or not profit is the goal, our changing world is increasing the need 
for the leader of any organization to think about its external en¬ 
vironment and internal condition and isolate opportunities and 
threats that can affect its future significantly. 

Assumptions are the foundation. Even though Chapters 11 and 
12 spent considerable time on this notion and emphasized the need 
to identify the major assumptions and outline contingency plans, 
it is such a critical aspect of the art-cwm-science of strategic think¬ 
ing that it warrants reiteration early in this list. I have found that 
businessmen fail to recall that the future is uncertain and their 
views of it likewise. Thus assumptions must be recorded and then 
systematically monitored. 

Three levels of strategy. Strategy is often erroneously considered 
to be solely the preserve of top management. This idea fails to rec¬ 
ognize that there are three levels of strategy. Investment strategy 
focuses on the general investment decisions and the allocations of 
overall resources, which are limited and therefore must be selective¬ 
ly used. Management strategy is the concern of the top operating 
managers and clearly describes the main thrust of activity to be 
used in executing the investment decisions. Operating strategy 
answers the question of what will be expected of each major func¬ 
tion of a business. It specifies how engineering, manufacturing, 
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finance, marketing, and other operations will each do its share. A 
strategy is incomplete unless it covers all phases of a plan in terms 
of these two levels and their varying needs for specificity. 

Healthy businesses, not sick businesses. The art of preventive 
medicine is just becoming understood, and so is the art of preven¬ 
tive strategic thinking. Some feel that you need to worry about 
the future only if there is a problem today. As a result they mis¬ 
takenly believe that all the thinking about the competition, custo- 
mers, resources, and what-if questions is pertinent merely to un¬ 
healthy situations. This thinking is just as fuzzy as believing that 
you don’t go to the doctor or dentist until you are sick. If you 
wait too late to start the strategic thinking process, you may be 
putting yourself in the position of a person who has undiagnosed 
high blood pressure and waits for a heart attack to tell him his 
condition. 

Knowing where you’ve been and where you are now. A good 
navigator starts his plotting by knowing exactly where he is at the 
present time. The same should be true for the navigator of an or¬ 
ganization. Many managers have considerable uncertainty about 
the past of their enterprise, and even those who have experienced 
it together may not agree about what it has achieved and why there 
have been gaps between the desired objectives and the actual results. 
In the process we have been examining, the analysis of the past and 
present appears in many places. It begins in the mission develop¬ 
ment phase and continues in the steps of evaluating the organiza¬ 
tion s environment and internal resources. Finally, the exercise of 
strategy review is intended to help you select your future direction 
in relation to your previous and current history. 

Customers are the heart of the market. Statistics about the mar¬ 
ket and its key segments are as useless for the businessman as test 
results are for a doctor without a clear understanding of the patient. 
Iliere are many ways to classify markets and segments, but the 
most useful way to is start with a qualitative assessment of custo¬ 
mers, both intermediaries and end users. In aggregate, customer 
data yield market data, not the reverse. 

Knowing the rules. Someone who doesn’t play cards could get 
the impression that all card games are the same. After all, they all 
use a deck of cards, and most require a number of players. But 
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here their similarity ends. Poker is different from bridge, and both 
are quite different from rummy. Each has its own rules, and the 
stakes vary from game to game. Further, in the main, each at¬ 
tracts a different type of player, and each demands a different 
willingness to accept risk. The same is true of industries. All they 
have in common is that they require capital and participants. The 
rules of the games vary, the stakes vary, and so do the types of 
players and the types of acceptable behavior. It is critical for any¬ 
one who is contemplating entering a new market or participating 
in one undergoing drastic change to examine what it takes to win 
and how much it is possible to get out of the particular game. 

Competitors—not just the obvious ones. Several chapters have 
dealt with competition and competitors. Remember that your 
products compete for the customer’s dollar against not only other 
brands but other products and services as well. Further, never say 
“never” about the possibility of having to compete against com¬ 
panies from other industries and countries. Surprise can be deadly 
when it comes to the entry of new and strong rivals. Have you 
ever considered that you could be competing against the Soviet 
Union and not merely a company of that nation? Many have 
recognized that their Japanese competitors were not the com¬ 
panies but the Japanese government and its financial partner, the 
Bank of Japan. 

Remember the four-dimension overlay. The microenvironment 
is where the action is for most companies. But this is increasingly 
being changed from the outside by societal, government, economic, 
and technological forces. Follow the national media with an eye 
and an ear for the implications of events in the macroenvironment 
for the industry and markets you serve. Try to resist the tendency 
to say, “That’s interesting, but it’s no concern of mine.” Further, 
remember that government comes in different shapes and forms, 
not only the federal variety. 

Know yourself. It is often said that each person sees his or her 
abilities differently from the way others see them. We may think 
of ourselves as the star first baseman; others may see us as quite 
inept in fielding. The same is true of any organization. It may 
have a distorted view of its capabilities and equate past success 
with a guarantee of repeating it in the future. Objectivity about 
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current abilities and projected skills is vital to success. It often re¬ 
quires the help of an outside judge. 

Success factors. Since it is impossible to evaluate all resources 
and learn all there is to know about a market or industry, selectivity 
is a must. At the minimum it is necessary to record and evaluate 
those factors without which failure will be inevitable. These are 
called success factors. All opportunities or threats, whether new 
or old, should be evaluated from this point of view. 

Objectives—results, not merely guides. Objectives are the out- 
put of strategic thinking, and the planner must determine how they 
fit the expectations and needs of his organization’s stakeholders. 
This phase of the thinking process should be done after strategic 
alternatives have been developed and are ready for a closer evalua¬ 
tion. This sequence should enable you to do a better job of iden¬ 
tifying alternatives that are close to reality and have a greater 
chance of being achieved. It reverses the traditional management- 
by-objectives approach, which starts with objectives and then seeks 
ways of meeting them. My belief is that when objectives are set 
too early in the examination process, it force-fits the alternatives 
to the objectives and results in the selection of the “impossible 
dream, which most often turns into a nightmare. 

Alternatives, not just one approach. The main reason that strat- 
egies haven’t been wholly useful to management in the past is tha t 
they have locked in too early on the one “best way” and have not 
required planners to come up with several viable alternates. A 
manager should always be willing to ask if the business should be 
phased out or sold off. In addition he should be encouraging 
those under him to challenge the substrategies that affect their 
function or operation. Is it still useful to rely on the franchised 
dealers you have, or should you move gradually toward mass mer¬ 
chants. Is an innovative thrust always the best way to keep your 
share, or is it better to become a quick follower? These are some 
of the questions that should be probed at the operating strategy 
level, pie point to remember is that all levels of strategy need 
periodic review to determine whether they still make sense. This 
means that alternates need to be evolved and assessed. 

Does it really make sense? Chapter 11 provided some review 
techniques designed to assure that the objectives finally selected 
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are realistic. There are checks aimed at increasing the internal con¬ 
sistency of the strategy on both levels and its conformity with the 
final objectives. If you are going to grow, it makes sense that the 
resources thrust and operating plans should enhance growth. Be 
warned though that the objectives of increasing cash, income, and 
share are rarely achievable simultaneously. I also suggested that 
you determine how competitors as well as major stakeholders 
might react to a major program. In addition, if too many changes 
are required in too short a time, this might spell failure. Finally, 
do you have the right type and mix of people, and do they have 
the correct motivations and interests? 

Be prepared! This is the Boy Scout motto and should be adopted 
by every businessman today. The key to success is often the ability 
to respond quickly and decisively when adversity strikes. This is 
the purpose of an effective contingency alert system. 

The next step. The best strategy in the world may be close to 
worthless if it isn’t implemented adroitly. This seems so obvious; 
yet in case after case, leaders in all walks of life who do have 
carefully prepared strategies fail to make them operational. As 
a closing, I would like to specify some important aspects of the 
move toward implementing plans that will increase the probability 
of successful execution. 

1. Proper organization. Look at the type of organization you 
have now and determine whether it fits the strategy you 
have adopted. An inappropriate organization structure is 
likely to cause failure. 

2. Measurement. Do the current measurement systems en¬ 
courage personnel to execute the strategy, or will they 
actually work against implementation? 

3. Rewards. How do the rewards received for performance re¬ 
late to the strategy? As is true of organizaton form and the 
measurement system, they can either support or distract. 

4. Understanding. Do the key operating managers and pro¬ 
fessionals understand what has changed and why? Do 
they agree with the change, or will they only give it lip 
service? Do they know what is expected of them to make 
it work? 
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5. Current plans and procedures. If there are existing plans 
and procedures, these should be reviewed to determine 
their compatibility with your strategy. 


These are a few of the 
that will pay dividends. 


key implementation reviews and actions 
Good luck in putting it all together! 
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